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H.R. 962, THE ECONOMIC GROWTH AND 

FINANCIAL INSTITUTIONS REGULATORY 

PAPERWORK REDUCTION ACT OF 1993 



THURSDAY, SEPTEMBER 23, 1993 

House of Representatives, 
Subcommittee on Financial Institutions 
Supervision, Regulation and Deposit Insurance, 

COMMITTEE ON BANKING, FINANCE AND URBAN AfFAIRS, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 9:30 a.m., in room 
2128, Raybum House OflFice Building, Hon. Stephen L. Neal [chair- 
man of the subcommittee] presiding. 

Present: Chairman Neal, Representatives Flake, Orton, Bacchus, 
Klein, Maloney, Barrett, McCollum, Pryce, Grams, and Huffington. 

Chairman Neal. I would like to call the subcommittee to order 
at this time. And I would like to welcome everyone to today's hear- 
ing on regulatory reform and credit availability, and on H.R. 962, 
the bill dealing with this issue that has been introduced by Mr. Be- 
reuter and Mr. Bacchus. 

Last week we heard from representatives of banking and con- 
sumer groups. All agree on the broad goals that regulation should 
be more effective, less costly, less burdensome, while assuring a 
safe and sound banking system, bringing credit available to all 
creditworthy borrowers. I believe these principles must guide us as 
we examine our system for regulating financial institutions in this 
country. 

Last night. President Clinton spoke on health care. For one of 
the points he made in support of simplifying the system, he told 
how doctors at one hospital spend so much time filling out forms 
that they can see 200 fewer patients a year. He told how one hospi- 
tal administrator spends $200 million a year on paperwork that 
has nothing to do with treating patients. 

Our banking system is headed in the same direction. Bankers are 
spending more and more time filling out reports, studying new reg- 
ulations, and worrying about required paperwork than they are in 
tending to their business of making loans. Something has to be 
done to get the spiraling burden of paperwork under control in 
banking as well as in health care and I am sure other industries as 
well. 

One fact stands out. The more time bankers must spend figuring 
out regulations and figuring out forms, the less they can spend on 
making loans. And the more money they must spend to comply 
with Federal laws, the less they have to lend. 

(1) 
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As I indicated last week, the administration has taken important 
steps on this issue with its regulatory proposals addressing credit 
availability, with efforts to ease loan documentation and appraisal 
requirements, among others. 

I also applaud the administration's current effort to make the 
Community Reinvestment Act more workable. Congress also needs 
to act on this issue because it is our responsibility as lawmakers to 
review the current banking laws and make needed changes. 

Our goal in pursuing regulatory reform must be to increase 
credit availability as much as possible while still maintaining 
strong safety and soundness protections. 

Earlier this week the Senate Banking Committee acted on a com- 
munity development bill which also contained regulatory reform, 
and secondary market for small business loan provisions. These are 
important pieces of the credit availability puzzle, and we should 
take note of the Senate approach of treating these items together. 

The witnesses on today's first panel will tell us what is the view 
from the frontlines. The panel consists of three bank compliance of- 
ficers who must deal every day with the real work of keeping their 
banks in compliance with the laws Congress has enacted. 

We will then hear from a State regulator who will tell us how 
Federal and State agencies try to work together. 

Finally, we will receive testimony from the General Accounting 
Office, which has produced literally thousands of pages of reports 
on our bank regulatory system and how it works. 

I look forward to hearing the testimony of all the witnesses and 
working with them and other interested parties and with our col- 
leagues on both sides of the aisle to make progress on this impor- 
tant issue. 

I thank our witnesses for being with us this morning. Before rec- 
ognizing them, I would like to recognize our distinguished ranking 
minority Member, Mr. McCoUum. 

Mr. McCoLLUM. Thank you very much, Mr. Chairman. I thank 
you for convening this morning's hearing and allowing us the op- 
portunity to get into testimony concerning the tremendous burdens 
the national banking industry has today in the area of regulatory 
overregulation. I think that is what we have today. 

H.R. 962 that Mr. Bereuter and Mr. Bacchus have introduced has 
over 260 cosponsors including nearly a majority of the members of 
the Banking Committee. I am pleased that we have begun this par- 
ticular review process. I think that we can provide a means of re- 
ducing bank regulations which are redundant without jeopardizing 
financial institutions' safety and soundness. 

I hope we move just as quickly to mark up legislation; if not 
mark it up directly in relationship to this particular bill, to do it in 
coi^junction with some other legislation. 

As you noted, the Senate Banking Committee did report a bill 
out that contained some of the provisions found in H.R. 962 just 
this past Tuesday. It is a good first step. I don't think that they did 
nearly enough. I believe that most of what is in H.R. 962, if not all 
of it, should become law. And I would hope that we would do a far 
greater detailed job of producing legislation in this respect than so 
mr has been done in the Senate. 
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To get at the real problems of undue cost, we must take a closer 
look at some of the provisions such as the section repealing 132 of 
FDIC — ^FDICIA, I can't go over the acronyms here — a section which 
requires the r^a^ators to set guidelines for a number of internal 
controls. This is also a section which all the regulatory agencies 
have found to be poorly drafted and not well thought out. That is 
just one example. 

It is clear that Mr. Bereuter and Mr. Bacchus' bill, H.R. 962, does 
not in anv way alter the supervisory provisions which became part 
of FDICIA, such as continued annual supervisory examinations for 
troubled institutions, continued annual audits for institutions sub- 
ject to the requirement, additional authority to close or restrict the 
activities of troubled institutions, and the 1991 banks bill's strong 
supervisory sanctions. 

Mr. Chairman, I look forward to working with vou and other 
subcommittee members in seeking a remedy to the problem of 
bank regulatory burdens. This morning I particularly welcome 
these witnesses, and I apologize in advance for the fact that I will 
have to miss much of the testimony due to the fact that I am also 
senior ranking Member of another one in Judiciary which is 
having a critical hearing this morning on a matter of great con- 
cern. But I will be in and out, and I have looked at your testimonv, 
and it is a very, very important part of the process that we estab- 
lish a record that gives us the basis to move forward. 

I thank you for coming, for teeing the time. 

Thank you, Mr. Chairman. 

Chairman Neal. Thank you, sir. Mr. Orton. 

Mr. Orton. Thank you, Mr. Chairman. 

I wotdd also like to echo what you and Mr. McCoUum have said 
regarding this hearing, and thank the witnesses for coming and 
sharing their time and expertise with us. I wotdd like to commend 
the chairman for holding this hearing. 

I, too, am verv committed to the principles and concept of regula- 
tory reform. I have looked at what the Senate has done in their 
markup yesterday. I wotdd agree with Mr. McCoUum, these princi- 

Sles ought to be brought forward to give us an opportunity to 
ebate and vote on them. 

I think clearly the cosponsorship of H.R. 962 in the House shows 
that the will of the clear mfigority on both sides of the aisle is that 
we debate and culopt meaningful regular reform. 

I am somewhat concerned that the full committee may either 
refuse to bring up this bill or refuse to allow amendments to be put 
on the Community Development Bank bill with regard to this. And 
that is a sreat concern, that we may not reflect the will of the ma- 
jority of this body. It is for that reason I have chosen today to fully 
endorse H.R. 96z, and become a cosponsor. I had not previously 
done so because of an effort to work within the committee to bring 
forth a committee action on this. 

It is now clear to me that we are going to have to use any means 
possible to get this issue to the full committee. And I commend 
Chairman Neal for holding these hearings and would urge the 
chairman to hold a markup on this bill and allow us to move for- 
ward on it. 

So thank you, Mr. Chairman. 
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Chairman Neal. Thank you, sir. Mr. Grams? 

Mr. Grams. Thank you, Mr. Chairman. 

I also would like to thank you for holding this series of hearings 
on regulatory burden relief and H.R. 962, the Economic Growth 
and Financial Institutions Regulatory Paperwork Reduction Act, a 
long name. 

I also would like to welcome our distinguished witnesses today, 
in particular Kate Barr from Riverside Bank in Minneapolis. I 
have had a chance to review your prepared testimony and strongly 
agree with your statements that H.R. 962 is an excellent start in 
rethinking banking regulation and which regulations are effective 
and needed and which are duplicative, overly complex, and even 
counterproductive. 

As a cosponsor of this legislation, I . also believe that H.R. 962 
would go a long way in beginning to improve the business climate, 
both in Minnesota and across the Nation. Again, I want to thank 
the witnesses in advance for their important testimony today, and 
you, Mr. Chairman, for holding these hearings. I too have a 
number of other commitments this morning so I will be in and out 
of the hearing. But I have your testimony and I look forward to 
reading the others as well. 

So again, thank you very much for coming, and welcome. 

Thank you, Mr. Chairman. 

Chairman Neal. Thank you. 

Now I would like to welcome our panel. Ms. Kate Barr, senior 
vice president. Riverside Bank, Minneapolis, Minnesota; Mr. Ste- 
phen A. Kase, general counsel. Bank of Sturgeon Bay, Sturgeon 
Bay, Wisconsin; Ms. Diane Lopez, senior vice president. First Inter- 
state Bank of Texas. 

Thank you all very much for coming this morning. We will put 
your entire statements in the record, and ask that you summarize 
them a bit so we have a little more time for questions and answers. 
If there is no objection, we will just hear from you in the order in 
which I mentioned your names, and so, again, thank you. 

Ms. Barr, we will hear from you. 

STATEMENT OF KATE BARR, SENIOR VICE PRESIDENT, 
RIVERSIDE BANK 

Ms. Barr. Mr. Chairman, I appreciate the invitation to appear 
today and share the experience of a small commercial bank in deal- 
ing with bank regulations. 

Riverside Bank is a $125 million bank located in Minneapolis, 
Minnesota, with three branch offices in addition to our main office. 
Since we are a small bank in the midst of many of our competitors, 
we have sought out a niche in the small business banking market. 
We have been successful in doing that with 65 percent of our $8 
million loan portfolio in commercial loans to small businesses. Our 
loans range in size from $10,000 to $1 million, and in industry from 
retail and wholesale sales to manufacturing and service. 

My responsibilities at Riverside include managing compliance 
with regulations as well as marketing, planning, and lending. We 
are a small bank. 
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My responsibilities have included regulatory compliance since 
1982, but the scope of that responsibility has increased dramatical- 
ly in the last 3 years, particularly with FIRREA and FDICIA. In 
addition to my efforts, we have staff people with responsibilities for 
many regulations. No one single regulation, of course, is responsi- 
ble for the growth of regulatory compliance. But it is the cumula- 
tive effect of layers and overlapping layers of regulations issued by 
different agencies but over a short period of time. 

The overall impact on Riverside Bank of increasing requirements 
has been increased costs for staff time, materials, training, and sys- 
tems. We must even have additional personnel just to check over 
the compliance of the ones actually doing the work. 

The need to add staff and other costs might not seem so onerous 
to us if each new provisions was clearly beneficial to either the 
bank or its customers. But unfortunately^ that is not always the 
case. There has also been an impact on our customers, particularly 
borrowers. 

Just a few years ago it was much simpler and less expensive to 
borrow money. Loan proposals that once took 2 days to approve 
and just a short time to transact now require additional documen- 
tation, including appraisals, environmental assessments, and many 
disclosures. Loan approvals take longer and significant out-of- 
pocket costs are borne by the small business borrowers. 

These may also be the same customers who have worked with us 
for many years repaying many loans who now have to withstand 
this additional cost. 

The Bacchus-Bereuter bill contains numerous provisions which 
will help to relieve some of the unnecessary burden of compliance. 
E!ach regulation and policy statement which has been adopted has 
its advocates with reason to believe that a problem needed correct- 
ing, and each has added another layer to the point of overwhelm- 
ing small banks like mine. 

None of the provisions of this bill individually will solve our di- 
lemma but it does begin to peel away at the layers and it is an ex- 
cellent start at rethinking bank regulation and determining which 
regulations are effective and which are not contributing. 

I will address a few of the specific areas in the bill. The first is 
regulatory micromanagement. In the past 2 years, Riverside has 
adopted 12 new policies affecting lending investment management 
and deposits. Each policy was implemented after a new regulation 
or policy statement was issued by the FDIC. 

Several of these 12 new policies replaced an existing policy, but 
with significant changes needed to comply with precise and de- 
tailed requirements. These new policies include real estate apprais- 
als, branch closings, interbank liabilities, selection of securities 
dealers, and truth in savings. 

I must admit we have been permitted to allow one policy to lapse 
in that period of time and that was highly leveraged loan transac- 
tions. The regulators discovered that banks were adequately moni- 
toring their loan portfolio without this requirement. 

Now, I cannot say these policies unilaterally are unnecessary 
and lacking in benefit, but many of them have been adopted only 
to satisfy regulatory requirements and include sections that have 
no application to a bank of our size. 
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The prudent real estate lending standards policy, for example, 
includes a description of how we would monitor and value a multi- 
phase development project that we would never enter into. And the 
prudent investment strategies policy includes descriptions of mort- 
gage-backed derivative products that we have never considered 
purchasing and which I don't even know— don't even understand. 

Requiring banks to have written policies is wise. But it is not 
possible to mandate the details of these policies in a way that will 
be equally meaningful and beneficial to a $25 million bank and a 
$6 billion bank. Many factors influence the way banks are man- 
aged and each bank must be given the latitude to develop policies 
that benefit them in their own communities. 

The examination process itself is very thorough and allows regu- 
lators to converse with bank management about their policies and 
prescribe changes if needed. 

Policy mandates frequently require the bank to monitor the level 
of activity or volume of certain transactions such as loans over a 
certain loan-to-value ratio. We are seeing a trend toward artificial 
ceilings on activities based on aggregate totals with no regard for 
individual transactions. 

We are particularly concerned at Riverside Bank about the ef- 
fects of real estate lending standards. Because of our small size just 
a few sizable loans for community development projects could 
cause us to exceed the 30 percent of capital benchmark and cut off 
additional funds for these projects. 

This is a good example of a rigid requirement that does not con- 
sider the ability of the bank's officers and directors to make well- 
considered lending decisions. All of the current policy requirements 
together, though, pale beside the prospect of section 132 of FDICIA, 
regarding standards of bank operating procedures. 

If it is difficult to prescribe standards for real estate lending, it 
will be impossible to develop meaningful standards for operating 
procedures that will apply at every bank. 

Banks are as much different from each other as they are the 
same. I appreciate the proposal in the bill to exempt well-capital- 
ized and well-managed banks, but I do not think this will be effec- 
tive for any bank. 

It has been a time-consuming effort to keep up with the volume 
of new regulations and it has been especially difficult because of 
the frequently short time periods allowed. 

For example, the policy on selecting securities dealers and pru- 
dent investment strategies had a 3-week implementation period 
and the policy on prudent real estate lending standards, which was 
a significant new policy, had an 8-week implementation period. 

The short timeframes pressure us to rush the policy, while a 
longer preparation period would result in better policies because of 
the opportunity to consider all the options and their effects and ex- 
plore the capabilities of our systems and operations. 

I would like to speak to the issue of consumer inconvenience. 
There are several regulations in place that were enacted to provide 
consumers with information with which to make informed choices, 
but these regulations do not accomplish this goal and even may be 
counterproductive to it. 
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The worst example I am sure you have heard before is adjustable 
rate mortgage lending. An applicant for such a loan is subject to at 
least 10 separate disclosure provisions, each with their own man- 
dated language, format, and timing requirements. We have proce- 
dures in place to comply but I doubt if the ultimate goal of con- 
sumer understanding is accomplished. 

There are other examples in consumer mortgage lending of regu- 
lations which have been issued at different times and by different 
agencies which do not work together for the consumer's benefit. 

Many banks of similar size to ours simply elect not to offer these 
kinds of products, especially adjustable rate mortgages and home 
equity lines. Because we are located in a large metropolitan area, 
we feel we cannot make that choice and remain competitive, so we 
therefore offer the product. 

We recently purchased a software system for home equity lines 
at a cost of $4,000, yet we have a total of 166 of these loans. That is 
$24 per loan just for the disclosure. Recent changes to RSPA have 
expanded coverage for loans made for business purposes secured by 
real estate. We have already found that the disclosures serve no 
purpose except compliance for its own sake. 

We recently made a loan for a business line of credit, for exam- 
ple, secured by guarantees of the two owners. Each owner secured 
their guarantee with mortgages on their homes which they owned 
free and clear. We were required under RSPA to provide them 
with early disclosures about transferring servicing rights and clos- 
ing costs and with a settlement statement at closing which con- 
tained only two entries. RSPA is a valid regulation for consumer 
home mor^£^es and has no benefits for the business borrower. 

The last title of the bill affects the Community Reinvestment 
Act. Riverside Bank is proud to have received outstanding CRA 
ratings in both 1992 and 1993. We believe this rating recognizes 
our active participation in community development and small busi- 
ness lending in Minneapolis. 

Local government and media have both praised our willingness 
to go the extra mile to make projects work. These loans are not 
made because of CRA. We make them because they are good loans 
that are good for our community. 

Unfortunately, I believe our outstanding rating might be more a 
reflection of our detailed documentation and computer reports. Our 
12 calling officers have met with 52 different groups in the last 
year and completed 160 written reports to prove that they met 
with them. 

We will spend $3,000 each year on computer-generated color 
maps to prove we make loans in Minneapolis. We will continue to 
spend time and other resources documenting our performance, less- 
ening the time and resources available to actually perform. Any 
relief from this paperwork will enable us to dedicate these re- 
sources as they should be. 

As a compliance professional, Mr. Chairman, I will continue to 
develop policies, procedures, and training necessary to comply with 
whatever regulations are implemented. But at the frontlines, we 
know that many of these regulations could be modified in such a 
way to lessen the burden while still achieving the ultimate goal of 
consumer protection and bank safety and soundness. 
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I do appreciate the invitation to appear today and share my ex- 
periences. Thank you. 

[The prepared statement of Ms. Barr can be found in the appen- 
dix.] 

Chairman Neal. Thank you very much. Mr. Kase. 

STATEMENT OF STEPHEN A. KASE, GENERAL COUNSEL, BANK OF 

STURGEON BAY 

Mr. Kase. Thank you. 

Mr. Chairman, the Bank of Sturgeon Bay is a 100-year-old com- 
munity bank. It has grown to about $200 miUion in assets in a 
town of 10,000 people. It has done this essentially through hard 
work and local support and local effort. For 13 years I have served 
at my bank's compliance officer providing education, training, and 
implementation, both for banking regulation and numerous other 
laws which affect our operations. 

I am honored to appear today to testify in support of H.R. 962. 1 
do so with the distinct perspective of a small town rural communi- 
ty bank. 

In the interests of time, I will summarize my written statement 
and limit comments to amendments of special significance to us. 
However, I welcome the opportunity to offer additional information 
as you feel appropriate. 

As a nation we have a proud tradition of protecting those who 
cannot protect themselves. Banking regulation at its best adheres 
to this concept by maintaining the safety and soundness of finan- 
cial institutions. It provides a level playing field for the consumer, 
assuring fair and equal access to banking services. 

We strongly support regulatory supervision as a necessary part 
of banking. We do not dispute the need for safe and sound oper- 
ation and consumer protection. We do our best to support our cus- 
tomers and our community. However, we constantly hear com- 
plaints about the interference of government regulation. 

Our customers perceive that much of the cost in incomprehensi- 
bility and compliance simply appears unnecessary. This is where 
we become concerned about regulatory burden. 

From our point of view, it means costly records and statistics, ex- 
cessive penalties, and limited discretion to recognize good-faith 
compliance efforts. My bank tries to provide the widest possible 
range of credit products. However, we have been forced to limit 
products and service which might otherwise have been available. 
We do not offer adjustable rate mortgages. We cannot match depos- 
it rate products with investments that do not incur similar regula- 
tions and restrictions. 

I have an attached exhibit that demonstrates the cost of compli- 
ance for my bank. Although it may be considered simplistic, it 
offers hard facts about the increased time, paperwork, and cost of 
services caused by regulatory compliance. 

It is best for me to focus on sections of particular importance to 
our bank. Hopefully, others will fill in the gaps, and in the end you 
will have a wide range of testimony from which to make your deci- 
sions. 
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First is section 122, Standards for Outside Directors. The amend- 
ment addresses the difference between the outside and the inside 
director. In the context of the community bank, we face a difficult 
challenge identifying women and men who are willing to serve. 

The expectation of a sophisticated and experience board of di- 
rectors all fully knowledgeable about the operation of modem 
banking is unrealistic. Some directors become involved in manage- 
ment. Others participate based on a recognition of the need for 
community involvement. 

Thus, the very goal served by regulations such as CRA places di- 
rectors at high risk simply for their willingness to serve. We con- 
sider section 122 highly supportive of the community involvement 
without reducing the responsibility assessed upon those who will- 
ingly enter into the inner circle of bank management. 

Sections 201 on Regulatory Standards, and 202, Paperwork Re- 
duction Review. FDICIA certainly has focused on protecting finan- 
cial institutions against failure. Unfortunately, institutions which 
were not troubled, which were well managed, were affected with 
massive rewriting of internal policies and procedures. It was not 
that they didn't deal with the issues, but that they simply did not 
address them in the manner now required by law. 

This amendment recognizes that institutions already doing their 
job well do not need increased scrutiny created by the FDICIA-pro- 
posed standards. If the patient is examined and found healthy, 
what is the sense of prescribing expensive and unpleasant medi- 
cine? 

The focus of corrective action should be on troubled institutions. 
These amendments will not reduce attention directed to those that 
need it, but relieve the burden imposed on those that don't. 

Annual examinations in section 301 is among the most desirable 
elements in this legislation in the recognition of sound banks con- 
cerning regulatory examination. We must be prepared for examina- 
tions at our bank and holding company by both State and Federal 
regulators for safety and soundness and regulatory compliance, in- 
cluding CRA. This has resulted in as many as four distinct exami- 
nations within a single year. 

Although conditions are essentially unchanged, both State and 
Federal regulators are required to separately evaluate the same 
concerns. 'Hie duplication of effort is obvious. 

The amendment recognizes that if a bank demonstrates satisfac- 
tory performance, examination requirements can be adjusted ac- 
cordingly. The cost savings is substantial, both to the bank and the 
regulatory agency. 

At a time of almost insurmountable demands on the resources of 
government, section 301 would allow regulators to rely on the 
proved performance of successful banks and focus their attention 
where it is needed most. 

Section 307, the Bank Secrecy Act. Although we take the act 
very seriously, the de^ee of accuracy required in BSA reporting 
and recordkeeping is intimidating. Fear of mistakes and its conse- 
quences sometimes overshadows the purposes of the act. 

One change proposes to reduce unnecessary recording of nonre- 
portable transactions by identified bank customers. A second 
allows for minor adjustments in cash reporting to match inflation. 
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The third transfers responsibility for cash transaction reporting 
from the bank to the customer. 

Despite testimony to the contrary, I find nothing in these amend- 
ments that lessens the effectiveness of the act. Identification proce- 
dures are the same. Reporting and identification requirements 
remain intact. The significant change simply recognizes that it is 
the customer who provides the information rather than the inno- 
cent bank employee who is ultimately responsible for its accuracy. 

Sections 406 for Disclosure and Equity Loans, and 442, Exemp- 
tion of Business Loans from RSPA. RSPA was once a strongly sup- 
ported regulation in our bank. It made sense and it was well inten- 
tioned. However, we now face a regulation which demands disclo- 
sure for lending efforts never intended by the original law. 

The first amendment recognizes the merit of carefully crafted 
truth-in-lending disclosure for home equity loans. The concerns of 
RSPA are addressed by current disclosure. Duplication serves no 
purpose. 

The second recognizes that business and agricultural lending in- 
volves borrowers who are better informed and educated. These 
changes only redirect RSPA toward its original purpose: To ensure 
that real people get real disclosure information when putting their 
homes at risk. 

CRA amendments, section 501: I am a strong supporter of CRA 
and my bank, I am pleased to say, has also received two consecu- 
tive outstanding ratings. It recognizes the partnership of the bank 
and the community it serves. The regulation is straightforward and 
for many years caused no concern. The examination process only 
asked banks to show what they do, not do more than they should. 

However, revised standards have created a regulatory nightmare. 
Banks are buried in a morass of useless paper and regulators strug- 
gle with problems of enforcement. Yet, consumer advocates assert 
the act has failed to do its job. 

This amendment recognizes banks which pass the test, allows 
credit for lending initiatives, clarifies responsibilities for special 
purpose banks, and eliminates redundant examinations. These 
changes should not raise concerns. They reward banks that fulfill 
their responsibilities, provide guidelines for valid CRA initiatives, 
and reduce the duplication of efforts in States with equivalent 
laws. 

These are not bad things. They do not undermine the purposes of 
the act. Rather, they only help to provide relief to banks seeking to 
comply with the law. 

The problem of regulatory burden is as real as you could possibly 
imagine, and we need your help. I agree that banking regulation 
must be maintained and laws should not be changed without cause. 
However, this bill recognizes a critical need to balance the scales. 

The amendments attempt to alleviate burdens for those banks 
that meet expectations and identify ways to reduce costs without 
sacrificing the safety or quality of our banking system. They reduce 
the dollar cost of compliance activity, reduce the complexity neces- 
sary for compliance, reduce penalties, and allow consumers more 
discretion, expand opportunities for lending, and they remove dis- 
incentives. 
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CJongress faces a monumental task in overseeing the welfare of 
the country. In your deliberations, I urge you to recognize the im- 
portance of this bill to the banking industry. 

For community banks, it is no longer a question of simply doing 
our job but of constantly proving we are doing it right. Every new 
obligation increases the complexity and cost of banking activity. No 
single piece of legislation makes or breaks the system, but at some 
point small community banks will no longer be able to cope. 

Many have already decided it is easier to sell out, passing the 
burden on to regional or national banks better able to meet the 
awesome tasks of compliance. When that happens, we must ques- 
tion whether the consumer is better off without access to a locally 
owned and locally d^icated financial institution. 

In closing, I sincerely commend the authors and collaborators 
and cosponsors of this bill for identifying numerous opportunities 
to improve banking regulation. It offers you the chance to recog- 
nize the effort and value of community banks like mine. 

Seize this opportunity to support healthy and economically sound 
financial institutions. Help us to meet local credit needs and make 
banking services more affordable to the consumer. 

Thank you. 

[The prepared statement of Mr. Kase can be found in the appen- 
dix.] 

Chairman Neal. Thank you, sir. 

Ms. Lopez. 

STATEMENT OF DIANNE LOPEZ, SENIOR VICE PRESIDENT, FIRST 
INTERSTATE BANK OF TEXAS 

Ms. Lopez. Mr. Chairman and members of the subcommittee, my 
name is Dianne Lopez. I am senior vice president and regional 
compliance manager of First Interstate Bank of Texas, N.A., Hous- 
ton, Texas. 

First Interstate Bank of Texas has 93 branches located through- 
out the State of Texas and has total assets of $5 billion. We are an 
affiliate of First Interstate Bancorp, a bank holding company 
owning 17 banks located in 13 States. First Interstate Bancorp is 
the 13th largest banking organization in the United States with 
total consolidated assets of $49.5 billion as of June 30, 1993. I am 
pleased to be here to testify on behalf of First Interstate and am 
testifying in favor of H.R. 962. 

My testimony will focus on Titles 2, 4, and 5, since these sections 
will affect the regulations I work with on a daily basis. 

Section 132 of FDICIA, the Federal Deposit Insurance Corpora- 
tion Improvement Act, requires the b£uik regulatory agencies to set 
standards for internal controls and numerous other areas of a 
bank's day-to-day operations which affect asset quality. This micro- 
management by the regulatory agencies is required by FDICIA re- 
gfiuxUess of a bank's capital or overall supervisorv rating. 

These stringent standards will strengthen the regulatory hold 
that has already been imposed by the savings and loan bailout bill, 
FIRREA, and could result in banks making fewer loans to new 
small businesses for fear of violating these rigorous controls on 
asset quality. 
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These controls should not apply to institutions that are adequate- 
ly capitalized with a CAMEL rating of 1 or 2. 

Title IV: Currently, the Truth in Lending Act requires an incred- 
ible amount of disclosure both at the time of application and upon 
each adjustment to the interest rate. I have brought samples of 
these disclosures for your review today. They are so onerous that 
this bank has not been able to operationally comply with the re- 
quirements since our conversion to a national bank charter in 
1988, and therefore we did not offer this product to our customers 
until March of this year. 

The ARM disclosures are so voluminous that they may in fact be 
confusing to the borrower. This bill would permit lenders to dis- 
close either a history of the index to which the loan will be tied or 
a statement that the monthly payment may substantially increase 
or decrease over the life of the loan. The cap mandated by the 
Truth in Lending Act would still be applicable, and, of course, 
would be disclosed to the borrower, thus preventing a borrower 
from unknowingly entering into an adjustable rate mortgage that 
may eventually become unaffordable. 

With respect to the Real Estate Settlement Procedures Act, this 
bill proposes to clarify that the truth-in-lending disclosures current- 
ly being provided to borrowers engaging in home equity and home 
improvement loans are not required to be duplicated by providing 
them again in the standard settlement form. This will not only 
ease the cost of compliance for these types of loans but will cause 
less confusion to the borrower. 

Currently, under the Electronic Fund Transfer Act, a consumer's 
liability for unauthorized transfers is limited to $50 if the unau- 
thorized transfers are reported within 2 days of discovery. This bill 
proposes to increase that limit to $500 only in cases where the con- 
sumer had written the personal identiHcation number on the 
access card or if the consumer had stored the ID number with the 
access device. 

Keep in mind that unauthorized use of an access card is totally 
different from unauthorized use of a credit card. A credit card may 
be stolen and used by anyone; therefore the $50 limit of liability 
makes good sense as long as the credit card issuer is promptly noti- 
fied by the consumer that the card has been stolen. However, if an 
access device is stolen, it is a worthless piece of plastic unless the 
thief also has the ID number or code word. 

Why should banks foot the bill for this kind of irresponsibility or 
negligence? It results in losses and subsequently higher fees for ev- 
eryone, not just those who were negligent. 

Section 432 of the bill addresses Home Ownership Debt Counsel- 
ing Notification. Existing law requires lenders to notify delinquent 
borrowers within 45 days after the initial loan default that home- 
owner credit counseling programs are available. The proposed 
amendment would clarify a current ambiguity by confirming that 
failure to timely give the notice would not adversely affect foreclo- 
sure proceedings under State law. This clarification is highly desir- 
able for several reasons. 

Lenders rarely consider a late payment to be a serious default 
until it is over 30 days past due. This leaves little time for the 
lender to contact the borrower, determine the cause for the non- 
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payment, and obtain payment within the timeframe allowed. In 
most cases the missed payment was an oversight, was lost in the 
mail, was a result of the payment check being returned for insuffi- 
cient funds (often to the surprise and embarrassment of the bor- 
rower), or was due to some other reason not evidencing an inability 
or unwillingness to repay. 

Regardless, in order to meet the 45-day deadline, the lender is re- 
quired to send a notice to each delinquent borrower which, in 
effect, reminds the customer of the loan default and urges him or 
her to consider home ownership credit counseling. (What an embar- 
rassment!) This letter is accurately perceived by the customer as 
the first step in the lender's collection process. To require the 
lender to prematurely initiate its collection process at this early 
stage is inefficient, upsetting to the borrower, and damaging to the 
goodwill the lender works so hard to develop with its customers. 
This certainly is not the intention of the law. 

Currently, the Real Estate Settlement Procedures Act [RESPA] 
requires banks to provide a disclosure of the percentage of loans for 
which servicing has been transferred. This disclosure must reflect 
the actual percentage of transferred loans for each of the last 3 
years. Therefore, each year the form must be destroyed, reprinted 
with the latest year's percentage, and distributed out to our 93 of- 
fices statewide. 

Why not simplv require us to disclose to borrowers the fact that 
the servicing of their loan may be transferred and that they will be 
promptly notified by us at the time of the transfer before the pay- 
ment is due to the new servicer? This would serve the same pur- 
pose but would be far more efficient. 

Title 5: This title deals with the Community Reinvestment Act 
[CRA]. The first change to be imposed by this bill would be to 
reduce the paperwork compliance burdens of CRA. Currently, the 
CRA requires the ascertainment of community credit needs. To re- 
ceive a satisfactory or better rating, this process must be "continu- 
ous" and "ongoing." It has been our experience that community 
credit needs are mostly static and the time and expense invested to 
demonstrate our good-faith effort at compliance yields little or no 
new information. It should be acceptable for a bank to have a com- 
prehensive process in place for periodically assessing community 
credit needs in its delineated communities, such as once every 1 to 
2 years, thus saving time and expense which could be devoted 
toward more results-oriented activities. 

Another paperwork burden of the CRA relates to the constant 
documentation of our efforts to increase loan penetration in our de- 
lineated communities, particularly in low- and moderate-income 
areas. If the numbers of applications received by a bank from low- 
and moderate-income persons is not great enough, the bank will 
surely be criticized and may even be given a less than satisfactory 
rating, thus freezing all growth until the next exam. 

In an innovative strategy intended to increase lending to low- 
and moderate-income minority neighborhoods. First Interstate 
Bank of Texas piloted a preapproved loan offer during 1992 which 
was repeated in 1993. As vou know, preapproved loan or credit 
offers are frequently used by banks to reach more affluent pros- 
pects, especially in the area of credit cards. We believe that First 
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Interstate may be the first to use this strategy to reach persons 
below the median income level. 

Our strategy called for selecting low- and moderate-income 
census tracts which were predominantly minority, then using a de- 
mograpics consultant to determine which tract residents were 
homeowners. Next, that comprehensive listing was processed by 
the credit bureau using a moderately strict screening criteria. Of 
the 4,745 minority neighborhood homeowners screened in our first 
effort, 1,142 were eligible to receive a preapproved offer of a $1,500 
unsecured home improvement loan. Only seven accepted our offer. 
We began calling those who did not respond to our offer to better 
understand their reasons. Of course, many indicated that they 
simply did not have a current need, but an equal number indicated 
that they were averse to credit. In other words, they chose to pre- 
serve their good credit profile by not accepting credit unless abso- 
lutely necessary. 

To determine if our first experience was an aberration, we re- 
peated this effort in 1993. Selecting different census tracts using 
the same profile, we screened 32,125 minority neighborhood home- 
owners. Of that number, 3,662 were eligible to receive our preap- 
proved loan offer, but only 11 accepted. 

A related finding from this process is that in our most recent 
effort, over 85 percent of homeowners in these tracts failed the 
credit screening under the first tier or the most lenient criteria, 
meaning that the credit record contained numerous derogatory list- 
ings. 

We believe this experience suggests that it is not a financial in- 
stitution's unwillingness to extend credit to minorities and lower 
income applicants that stands as a barrier to achieving parity in 
lending rates, but broad-based societal issues which have left these 
individuals more vulnerable to health and emplo3rment crises 
which may lead to related credit problems. Also a factor is the hes- 
itation to accept credit among those with sound credit ratings. 

In light of the above efforts to increase our loan penetration in 
low- and moderate-income census tracts, I asked the OCC if we 
could count these credit offers on our home mortgage disclosure 
report and categorize them as withdrawn applications. Their 
answer was no. 

Therefore, our HMDA report continues to reflect rather small 
numbers of applications from low- and moderate-income census 
tracts, even though we advertise in those areas, conduct workshops, 
actively participate in the communities, and offer preapproved 
loans. 

I thank the chairman and members of the subcommittee for the 
opportunity to speak today and I would be happy to answer any 
questions. 

[The prepared statement of Ms. Lopez can be found in the appen- 
dix.] 

Chairman Neal. We thank all of you for your very fine testimo- 
ny. You have given us detail that we haven't had before. I have 
this general impression that much of what we are doing is unneces- 
sary and counterproductive. I think these specific examples will 
help us as we try to develop the legislation. Of course, Mr. Bacchus 
has already done a lot of this for us. 



Digitized by VjOOQ IC 



15 

I really don't have any questions at this point. I think you have 
helped us a good deal. 

I will yield to Mr. Flake. 

Mr. Flake. Thank you very much. Good morning, Mr. Chairman. 
Just a couple of questions, or perhaps even one that all of them can 
respond to. 

In H.R. 962, and my H.R. 2707, Bank Enterprise Amendments of 
1993, we try to address the question of community reinvestment. 
Some of your testimony suggests that one of the problem areas has 
to do with not having standards that regulators can actually assess 
what their requirements happen to be, and therefore the individual 
regulator can in fact do an assessment at one bank and another 
regulator do something quite differently at another bank. 

We tried to address that by giving a safe harbor provision which 
addresses what I think Ms. Lopez and Mr. Kase raised. By giving a 
3-year safe harbor to those banks that are outstanding, they would 
not be in the position of having to contend at the point of the third 
year, but rather have a basic business plan set up front, knowing 
what they would have to do to meet CRA requirements so that, Ms. 
Lopez, in a case like yours, where you actually went through some 
processes over a 2-year period and then they were disallowed, you 
would know in advance they would not be allowed. Therefore, you 
would not have to spend that amount of time or paperwork trying 
to get something together that ultimately was not. What is your 
general opinion of our safe harbor concept if they continued to 
maintain that outstanding rating over another 2-year period? 

Ms. Lopez. I would like to answer first, because for my bank, 
being a large bank, it is very, very difficult for a large bank to 
obtain an outstanding rating. We are very pleased with our satis- 
factory rating and we have spent hundreds of thousands of dollars 
obtaining our satisfactory rating. 

Therefore, I would like to see the safe harbor applied to both sat- 
isfactory and outstanding ratings, perhaps maybe on different 
levels. For instance, a bank with a satisfactory rating could enjoy a 
safe harbor until the time of its next exam, which would be 

Mr. Flake. My problem with that, quite frankly, is that 90 per- 
cent of the banl^ are in satisfactory. I am a practitioner outside of 
this, a community developer, and the problem is that we are not 
getting enough capital into those communities. Ninety-eight per- 
cent of the banks are sitting on their satisfactory rating and not 
really working to get into the outstanding category. 

What I am trying to do is incentivize banks to get to outstanding 
and then give them the carrot of knowing that if they get there, 
they will be precluded from having to deal with objections at the 
point of that third year of outstanding ratings. 

My intent is to get as much capital into the communities as pos- 
sible. 

Ms. Lopez. That is our intent as well, as you can see from our 
preapproved credit offers. 

Mr. Flake. Well, those offers are not significant as it relates to 
the objective of trying to get housing and commercial front devel- 
opment done, which is what I think places people in a category 
where you could probably get more credit card approvals because 
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you would have more homeowners and more people who would 
have jobs in those communities. 

Ms. Lopez. Our preapproved offers were not a credit card, they 
were home improvement loans. 

Mr. Flake. $1,500, right. 

Ms. Lopez. Right. 

Ms. Barr. I think that any incentive that could be built into the 
system to receive an outstanding would be worthwhile because an 
outstanding is a moving target. We have had two exams in a row 
where we did receive an outstanding, but the way that — the ration- 
ale for that outstanding was different each time, and the anxiety 
within the bank, when the examiners come in, although we believe 
that our efforts are not only continuing but even increasing in 
many cases, as we have grown, we are still not sure we are going to 
rate an outstanding because the target is moving. 

So if there was a carrot in there to receive that outstanding 
rating and there was some consistency, as you said, one examiner 
to another, and a satisfactory is a very wide band between an A- 
plus satisfactory and a B-minus satisfactory, a little consistency 
and an incentive would be much appreciated. 

Mr. Flake. Mr. Kase. 

Mr. Kase. I also strongly support a safe harbor along with as 
many fixed, identifiable standards as can be ascertained. I certain- 
ly would be the first to point out that the distinctions between 
large banks and small banks, between urban and community or 
rural banks, are substantial. So I don't have an answer for you as 
to how you would set those standards. I think they might have to 
be adjusted to face some of the problems that Ms. Lopez's bank 
faces that my bank does not face. 

But beyond that, I think what is critical to the safe harbor is to 
reinforce the comment that it is a moving target. Each time our 
rating has been based on different activities. And in fact the second 
time around, the impression was, what have you done lately. So 
that all of the programs and all of the efforts which rewarded us 
with an outstanding the first time were considered, well, that won't 
get you an outstanding the second time. And my question is, why 
not? The answer is, because you have to keep showing that you are 
doing new things. 

I like the idea of continued innovation and initiative, but I am 
not comfortable with the concept that a well-established, well-run 
program will presumably decay, because you don't make further 

f)rogress. So I think the safe harbor would help in that certainty 
actor. 

Mr. Flake. Regulators have been in to testify before us, they 
have been in my district, they have been in New York, and they 
have testified before my subcommittee. All of them have received 
testimony that banks do not lose money in CRA loans. Basically, is 
that your sense, in terms of your institutions? 

Mr. Kase. Absolutely. 

Mr. Flake. So it is not a burden once you make the loan? You 
get the same return you get in any other community? 

Mr. Kase. The burden is in the regulation and the proof and the 
records and the files and the cabinets and the meetings that we 
have to go through to prove that we are making good community 
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loans. We strongly support the local development projects, the eco- 
nomic development activities, the downtown redevelopment zone. 
And we have rewarded the community and the community has re- 
warded us every time. So CRA is great. It is just the manufactured 
paperwork that causes the trouble. 

Mr. Flake. All right. Make sure when you consider your down- 
town redevelopment zones you have the people who are not down- 
town included to make it work. That is where my problem is. Too 
often we have redeveloped downtowns and have not done an)rthing 
with the surrounding communities. 

Thank you, Mr. Chairman. 

Mr. Neal and I will be working to do the best we can to get you 
to outstanding categories, because I believe if you can get the 
money into the inner cities particularly, you will have a fertile 
field of opportunity that has too long been ignored. 

Thank you very much. 

Chairman Neal. Thank you. 

Mr. Bacchus. 

Mr. Bacchus. Thank you, Mr. Chairman. Thank you for allowing 
Mr. Bereuter and me to twist your right arm and get you to hold 
these hearings. 

Mr. Flake. Is that what happened? 

Mr. Bacchus. A legislative ploy. 

I understand Mr. Orton announced before my arrival that he is 
enlisting as a cosponsor of H.R. 962. I believe that makes 267 co- 
sponsors on both sides of the aisle. I applaud him. I thank him. I 
look forward to working with him and with you, Mr. Chairman, 
and with everyone on the subcommittee. 

For the witnesses, let me say thank you. YouVe elaborated some 
very specific reasons why we need to pass H.R. 962 and provide for 
reasonable regulatory relief. I am prejudiced in this respect. It is 
my bill. Also Mr. Bereuter's bill. We appreciate your being here. 

Ms. Lopez, we are also going to hear testimony from the General 
Accounting Office, which is not as inclined to agree with us as you 
are, on section 132. They are going to tell us that they believe it is 
a, quote, "crucial component of prompt corrective action," and that 
it, quote, **needs to be enforced at all institutions,*' and that they 
oppose our proposals to selectively implement these requirements 
by allowing those institutions with CAMEL 1 and CAMEL 2 rat- 
ings not to have to submit to this type of micromanagement. 

Why are they wrong? 

Ms. Lopez. Well, unlike the CRA rating, a bank's CAMEL rating 
is confidential. Therefore, I cannot share my bank's CAMEL rating 
with you. But I will say that for a bank to enjoy a 1 or 2 CAMEL 
rating by the OCC is an incredible accomplishment. 

A bank of our size already has the policies and procedures in 
place that have been reviewed by the OCC and approved by the 
<X)C. We already have the stringent internal and external audit 
programs in place as well as compliance monitoring tools in place. 

It just seems like another duplication of what is already a tre- 
mendous effort that a bank is engaged in when a bank is rated a 1 
or a 2. 
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Mr. Bacchus. So you don't think any additional safeguards in 
the way of specific compliance standards and procedures are 
needed for institutions that have CAMEL 1 and 2 ratings? 

Ms. Lopez. That is correct. I do not think additional safeguards 
are needed. 

Mr. Bacchus. The GAO will also testify these forthcoming regu- 
lations implementing section 132 will not amount to micromanage- 
ment at all. They are going to tell us that the current drafts that 
are being discussed, the proposed regulations, won't impose specific 
micromanagement, but instead will be far more general and won't 
lead to a lot of the additional documentation that a lot of institu- 
tions are so apprehensive about. 

Do you believe them? 

Ms. Lopez. I do not believe that. The penalties for noncompliance 
with regulations such as FDICL\ are so onerous and high and can 
be applied both to the bank as well as its stockholders or its direc- 
tors as individuals. Therefore, it is in our best interests to dot every 
"i" and cross every "t" in accordance with the law. 

Mr. Bacchus. Changing the subject just for a moment for a final 
question, I look to your comments on Title IV in the Truth in 
Lending Act. Representatives of several consumer protection 
groups testified before us a week ago. They said that to make any 
changes in the Truth in Lending Act such as we are contemplating 
would be very much detrimental to the interests of consumers. 
They see that law as sacrosanct and the height of perfection in its 
current form, including all the regulations and forms implemented 
thereunder. 

I was struck by what you said about Truth in Lending. As I read 
your testimony, your institution, which serves many, many con- 
sumers, has found the amount of disclosure involved in the Truth 
in Lending Act so onerous that for a period of 5 years you didn't 
even offer certain products. What products were you unable to 
offer during those 5 years? 

Ms. Lopez. I think the Truth in Lending Act is a very good and 
worthwhile act. 

Mr. Bacchus. So do I. 

Ms. Lopez. The problem I have with the Truth in Lending Act is 
the specific disclosure related to adjustable rate mortgage loans, 
both initial disclosures at the time of application as well as subse- 
quent disclosure at the time of an interest rate change. The Truth 
in Lending Act already requires a cap to be disclosed, a cap is a 
ceiling of interest that would be allowed on that loan, throughout 
the life of the loan. 

Therefore, when the customer signs the document to become obli- 
gated to repay the bank, the customer sees what the maximum in- 
terest rate is going to be. And this is without these ARM disclo- 
sures. These are the ARM disclosures. The customer sees both 
what the 

Mr. Bacchus. For the record, Mr. Chairman, she just lifted sever- 
al very heavy files and showed them to us. 

Ms. Lopez. I will leave these. The cap will tell the customer what 
his maximum interest rate will be during the life of the loan. It 
will also tell the customer what his pa3rment amount will be, and 
his maximum payment amount if interest rates go up to that cap 
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for the life of the loan. Therefore, these additional disclosures I 
think serve to confuse the customer. 

I think the customer needs to be told and it needs to be very 
clear to the customer that the interest rate can change and can go 
up. 

Mr. Baccmus. What products were you not able to provide? 

Ms. Lopez. The adjustable rate mortgage. 

Mr. Bacchus. What you are telling me is because of the burden- 
some disclosure requirements imposed by the regulations imple- 
menting the Truth in Lending Act, for a period of 5 years, your in- 
stitution found itself unable to offer adjustable rate mortgages to 
consumers in your service area? 

Ms. Lopez. That is correct. The main problem with our ability to 
comply was with the subsequent disclosure requirements that have 
to occur at the time of an interest rate change. Our computer sys- 
tems weren't smart enough to provide those subsequent disclosures; 
that is, at the time of the rate change the customer would have to 
be told what the new amortization schedule would be, when the 
final payment would ultimately be due, and, you know, with an in- 
terest rate change, your final pa3rment date is going to change if it 
is an increase in the interest rate. 

Mr. Bacchus. Because of all that your institution decided it 
simply wasn't worth the time, trouble, money to offer those loans 
to consumers, and so the consumers in your area suffered? 

Ms. Lopez. That is right. It wasn't worth the risk, because the 
errors that have been discovered in adjustable rate mortgages have 
been high. 

Mr. Bacchus. One final question before I yield to the chairman 
and to another of my colleagues who have been waiting patiently. 

Our bill would provide that if one has a net worth of $1 million 
or an annual income of $200,000, then there would be no require- 
ment for a regulation Z disclosure in the loan closing. This is anal- 
ogous to the exemption that has existed for decades in the securi- 
ties laws with securities offerings. 

Do you see any reason why someone with that t3rpe of income 
and net worth should have to be provided with a regular Z form? 

Ms. Lopez. Frankly, if that passed, I would go ahead and give the 
disclosure. Operationally, it is easier for me to comply with the reg- 
ulation across the board and providing the truth in lending disclo- 
sure is no big deal. It wouldn't be a problem for me. 

Mr. Bacchus. Do any of these folks read the forms? 

Ms. Lopez. I should hope so, but often I wonder when I look at a 
loan such as a swimming pool loan and the person can see that if 
they finance the swimming pool loan over 15 years it is right there 
in the Fed box in great big numbers, the cost, the actual cost of 
that swimming pool, although it might cost $30,000 to install it but 
after 15 years it could be over $100,000. I don't think I would be too 
tempted to install a swimming pool. But a lot of people do engage 
in swimming pool loans. 

Mr. Bacchus. That is the American way. 

Ms. Lopez. Right. 

Mr. Bacchus. Thank you, Mr. Chairman. 

Chairman Neal. Thank you very much. 

Mr. Klein. 
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Mr. Klein. Thank you very much, Mr. Chairman. 

I commend you for holding this hearing. I commend Mr. Bacchus 
for his sponsoring the legislation, which I think is very, very impor- 
tant legislation, and the purpose of which I strongly endorse. 

I do have some concerns, however, in two areas. It seems to me 
that the legislation really focuses on two things. The first is reduc- 
ing unnecessary costs of operations, and that is not only a very 
worthwhile goal, but I think in the long run beneficial to both 
banks and to consumers. 

The second purpose for which it has been touted is that it would 
then help with respect to the credit crunch. And to me, the credit 
crunch is probably the most crucial problem that we face in this 
Nation in the banking industry as it relates to the banking indus- 
try. 

And I would like to ask a couple of questions about that, because 
I know that the administration has taken some very significant ini- 
tiatives in terms of reducing regulatory burden for the purpose of 
accomplishing both of those goals, but notably for the purpose of 
expanding credit. One of the major things is to permit the more ex- 
tensive use of character loans and to eliminate many of the regula- 
tory problems relating to a certain portion of loans so that they 
could be used as so-called character loans. 

I have heard from the Comptroller that the number of banks 
that utilize that regulation and other regulations that have been 
relaxed is disappointingly small. I would like to ask each of you 
what your own experience has been with regard to the use of char- 
acter loans since the new regulations have been put into effect. 

Ms. Barr. Well, I will address that. We reviewed the policy state- 
ment when it came out and considered whether or not we wanted 
to adopt any special monitoring for character loans and have 
chosen not to, which I believe many banks have. 

Our reasons for doing so really are twofold. One, we believe we 
have been able to continue to make the loans that are necessary in 
our community and meet the examiners' criteria, although it has 
been more difficult, there is more paper involved and much more 
time on the part of the bank. 

But now that we have implemented our 100-page loan policy and 
have indoctrinated all of our staff that this is our loan policy, that 
is the loan policy with which we are comfortable, and we are con- 
tinuing to make the kind of loans, but instead of an unsecured 
loan, we might now be picking up collateral. We might have a 
shorter repayment period. 

Making a major change to also then add a level of monitoring for 
our basket, reporting on the aggregate, which is a big concern to 
us, is that it adds another operational step, and frankly, not having 
been through an exam or heard from colleagues who have been 
through an exam, to know what that experience is like, we are a 
little bit reluctant to be out there as the guinea pig. 

Mr. Klein. I will tell you, that is a little disheartening to those 
of us who see the regulatory relief as an avenue for expansion of 
credit. And while I haven't heard your explanation before, I have 
heard other explanations, and they all boil down to the same thing, 
and that is that the cry for character loans really has not produced 
the response that we think that it should have. But go ahead. 
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Ms. Barr. I was just going to mention my bank does continue to 
have a 75 percent loan-to-deposit ratio. So we don't believe we have 
been withholding credit. We believe we made the changes 3 years 
ago to our lending philosophy to match the expectations of our reg- 
ulators, and that is now our lending philosophy. And we believe 
that that is the lending philosophy that the regulators are going to 
expect on an ongoing basis, and we are simply going to manage the 
bank in that direction. 

Mr. Klein. Anyone else wish to comment on that? 

Mr. Kase. I would only reinforce what she has said concerning 
the complication of lending activity interfering with our loan pro- 
duction. I don't think I would agree. Lending is a process which 
goes on under whatever guidelines you give us, and we will do our 
jobs and we will lend. I think we feel we have successfully lent to 
the community and the addition of that particular avenue wouldn't 
probably change the results for us. Certainly, it is an opportunity 
to simplify perhaps some of the recordkeeping or avoid some of the 
standards. But it would not have a substantial impact. 

Mr. Klein. Ms. Lopez? 

Ms. Lopez. Our bank, again, is so large. We have specialists for 
all the different areas of lending, whether it is international lend- 
ing, energy lending, small business lending, affordable housing 
lending, and so forth. So what I would encourage to you do is con- 
tact me and I will put you in touch if you are concerned about 
small business lending, for instance, character loans in that area, I 
will put you in touch with our senior vice president in. charge of 
small business lending. 

Mr. Klein. What I am really concerned about is what we can do 
in the way of regulatory relief that will encourage banks to expand 
their lending, not only in the character loan area but in other 
areas as well. 

I would certainly welcome from the banking industry any recom- 
mendations that the banking industry would like to provide as to 
how we can expand credit and get the banking industry more into 
the area of providing credit, both to the business and to the con- 
sumer communities. 

Ms. Lopez. I have overheard during the course of meetings at my 
bank that there needs to be a reconciliation between the FDICIA 
requirements and the CRA regulations. The FDICLV and FIRREA 
safety and soundness t3rpe issues related to loans, some of which 
may be character loans, need to be reconciled with the mandate 
from our regulatory agencies to make more small business loans 
and more low- and moderate-income loans. 

Mr. Klein. I extend to each of you and to all others in the bank- 
ing industry any suggestions or recommendations you may have in 
that area. 

Thank you very much, Mr. Chairman. 

Chairman Neal. Thank you. 

Mr. Barrett. 

Mr. Barrett. Thank you, Mr. Chairman. 

Mr. Kase, I welcome you. I have a special place in my heart for 
Sturgeon Bay because my mother was born there. My grandfather 
used to work at the Bank of Sturgeon Bay. Nice to see you here. I 
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also want to applaud you because I think you gave the best testi- 
mony that I have heard thus far on the need for regulatory reform. 

One of the frustrations that I have experienced, even talking to 
my bankers in my area, is that I can give the speech now for regu- 
latory reform, but I haven't seen the specifics as to what are the 
straws that are breaking the camel's back. I think you have done a 
good job in laying that out. It is a good document for me to work 
from. 

Ms. Lopez, I listened to your testimony and I think your bank is 
doing a good job in trying to get into the community. One of the 
things you said in your testimony was the problem with the soci- 
etal biases, and I hope that your institution recognizes the role that 
it must play in employment as well. 

One of the frustrations I have seen with a lot of people when 
they talk about — and this is more aimed toward the insurance in- 
dustry — is they say, we can't solve society's problems. Then I look 
to see how many minorities they hire, how many agents they have 
in the central city, how many offices they have in the central city, 
and they are no part of the central city at all. 

So I don't think one can go in and expect there is going to be 
great demand for products if the people in those neighborhoods 
don't have the ability to make a livelihood. 

Ms. Lopez. We recently opened or contracted to purchase a prop- 
erty to open a new branch in an area of Houston that is populated 
by 75,000 low- and moderate-income persons. There is not a single 
financial institution in the area. The only semblance of a financial 
institution in that area are pawnshops and check-cashing services. 
So we are very proud of that accomplishment. 

Mr. Barrett. The last point I want to make, it applies to all 
three of you, maybe the banks and lending institutions in my area 
have satisfactory or outstanding ratings from CRA as well, and I 
think that is wonderful. Then I drive home through the central 
city of Milwaukee and see a place that has a lot of poverty and I 
am thinking, if everybody is doing such a great job, why is this 
community so poor? 

So I think that the situation is, you have two ships passing in the 
night. You have great forms that are filled out, and I recognize the 
frustration that banks have with generating paperwork, but I 
think that the problem we have done now is we have set out, if you 
pass this test, you are done, and the problem is solved. Anybody 
who has ever been to any of the neighborhoods in urban areas 
knows the problem isn't solved. 

So I think what we have to do is regroup, because I am not some- 
one who loves creating paperwork. I am someone who loves creat- 
ing economic opportunities within my community and it is not hap- 
pening right now. 

Ms. Barr. I think you have made the case for why we would 
much rather have a CRA system that measured you on your re- 
sults. Right now we are in the process of trying to gather whatever 
information we can about how many jobs have been created in the 
inner city of Minneapolis where many of our small business loans 
are as a result of the loans we have made, because I think that is 
the heart of what Riverside Bank does. 
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I believe if we could say that we have — ^we are a small business 
bank, we have made this many small business loans, and this 
many jobs have been created in the inner city because of them, 
that that is an outstanding rating. It is not because of the pieces of 
paper. 

Mr. Barrett. Thank you. 

Chairman Neal. Thank you. 

Ms. Maloney. 

Mrs. Maloney. Thank you, Mr. Chairman. 

As we are looking at regulatory relief in order to become more 
competitive and produce more business, some reports are showing 
that banks are making record profits. And I would like your com- 
ments on that. If the regulatory relief is so burdensome and hard, 
why are banks showing record profits? Which I am delighted to 
see. 

Second, could you comment on the amount of your capital in 
your bank that goes to government securities. Due to our large 
debt, the amount of government securities that we have to sell 
grows radically every year, and some of the banks in New York 
and other places have told me that they are putting a great 
number of their resources into government securities, which I am 
delighted, I am glad someone is buying them; we would have a big 
problem if they didn't. But I would like to know how much of your 
loan capital — is it half, 10, 70 percent — is going into government se- 
curities. 

Mr. Kase. I would like to start off first with the record profits 
and the regulatory burden in my mind are two totally separate 
issues. The hard work that has gone on in our bank, the training, 
the experience that we have developed, has led to success. I think 
the economy has led to success recently, although the cycle of ap- 
parent boom and actual boom may not be simultaneous. But the 
regulatory burden is a separate cost which is going to be there, 
which is unnecessary to a great extent, and I think the two should 
be separate. 

Mrs. Maloney. How much is the cost generally for regulatory 
burden in your bank, an estimate? 

Mr. Kase. I had provided an exhibit which indicated for six 
major regulations and my management program, we spend in 
excess of $220,000, 1 believe the figure is. I go through 6 regulations 
because they are commonly understood and recognized, but there 
are 15 to 20 more regulations, all not as burdensome, but the 
number and list is endless. 

Beyond that, you have the safety and soundness activities, and 
that is regulatory burden of a different nature: Do we audit? Are 
we protected? I can't give you a hard figure about — in the con- 
sumer lending area, we might spend probably close to a half mil- 
lion dollars by the time we are done. 

Chairman Neal. What size bank is yours again? 

Mr. Kase. We are $220 million at this time. It fluctuates, but we 
are about $220 million. 

Mrs. Maloney. And the amount you are putting into govern- 
ment securities in your loan pool? 

Mr. Kase. Being a community bank we primarily put our re- 
sources back into the community to the greatest extent possible, so 
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our government involvement in our investment diversification is 
probably less than 10 percent. 

Ms. Lopez. I can't speak to our bank-owned securities portfolio, 
but may I call you with that information? 

Mrs. Maloney. Thank you. 

[The information referred to can be found in the appendix.] 

Ms. Barr. I know we have an $80 million loan portfolio and our 
government securities are under $8 million. 

Mrs. Maloney. Thank you. 

Thank you, Mr. Chairman. 

Chairman Neal. Thank you. 

If any of you would feel comfortable answering this, what part of 
the regulatory burden you face is generated by Federal law and 
what by State law? 

Mr. Kase. With respect to our preparation for examinations, I 
would say that we probably need, from the regulatory side, three to 
four times as much preparation. With respect to the laws that I 
deal with on a day-to-day basis, I would say again it is probably 
three or four to one. Federal regulation versus State. 

Ms. Lopez. I would say 98 percent is Federal regulation, 2 per- 
cent State regulation. 

Ms. Barr. And I would say in Minnesota, which is often on the 
cutting edge of consumer protection regulation, probably 90 per- 
cent Federal, and 10 percent State. 

Chairman Neal. Over and over again we have seen the examples 
of the huge files necessary, the mass of paperwork necessary just to 
close a simple mortgage loan. Of all that paperwork, how much of 
that is federally required, how much is required by a secondary 
market, for example, or generated by your own internal needs? 

Ms. Barr. We are not involved in the secondary market, so I do 
not know. 

Ms. Lopez. Many of the underwriting requirements are required 
by the secondary market. That is, we won't be able to sell a loan to 
the market unless there is a certain debt-to-income ratio or a cer- 
tain collateral value requirement. But those are related to the un- 
derwriting, the credit decisioning of those loans. 

The majority of documents involved in closing a loan or accept- 
ing a loan application are required by the Federal disclosure regu- 
lations rather than the secondary market. 

Mr. Kase. I would say of the 12 to 15 documents for a home 
mortgage loan, 10 of those are related to Federal regulation, and 
only the remaining note mortgage underlying application or other 
qualification for secondary market would take up the remaining 5. 

Chairman Neal. Thank you. 

Ms. Pryce 

Ms. Pryce. Thank you, Mr. Chairman. I have no questions. 

Chairman Neal. Thank you very much. 

I would like to thank the panel again. You have been most 
useful. If you have any more ideas in the future, we always wel- 
come them. Drop us a note. Thank you again for being with us. 

Our next panel is comprised of Mr. James Hansen, director of 
banking and finance. State of Nebraska; vice chairman. Conference 
of State Bank Supervisors. 
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Mr. Hansen, we would like to welcome you at this time. Thank 
you for joining us. 

Mr. Hansen, we will put your entire statement in the record and 
ask that you summarize a little so we can have some time for ques- 
tions and answers. You may want to introduce your associate. 

STATEMENT OF JAMES HANSEN, DIRECTOR OF BANKING AND FI- 
NANCE, STATE OF NEBRASKA, VICE CHAIRMAN, CONFERENCE 
OF STATE BANK SUPERVISORS; ACCOMPANIED BY DOYLE 
BARTLETT, COUNSEL AND HEAD OF LEGAL SERVICES, CON- 
FERENCE OF STATE BANK SUPERVISORS 

Mr. Hansen. On my left is Doyle Bartlett, counsel and head of 
legislative services for OSES. 

Chairman Neal, Mr. McCoUum, members of the subcommittee, 
my name is James Hansen. I am the director of banking and fi- 
nance for the State of Nebraska and vice chairman of the Confer- 
ence of State Bank Supervisors [CSBS]. I appreciate the opportuni- 
ty to testify on behalf of CSBS today on the subject of regulatory 
burden relief and specifically H.R. 962. 

Through your leadership, Mr. Chairman, and that of the original 
sponsors of H.R. 962, fellow Nebraskan Congressman Bereuter, and 
Congressman Bacchus, you have begun the difficult task of address- 
ing the excessive regulatory burdens imposed on the banking in- 
dustry. Previous testimony has given detailed descriptions of the 
various provisions of the bill. Rather than review the specifics of 
that legislation, I will address CSBS's general view on regulatory 
burden. 

Basically, State regulation of banking is guided by three impor- 
tant interrelated concepts. First, the institutions must operate in a 
safe and sound manner. Second, credit and payment services must 
be available to sustain communities and fuel economic growth. And 
third, consumers must be treated fairly. 

The goal of State regulation is to strike a balance between these 
three nonconflicting principles. While innovations in the industry 
enhance all three, overemphasizing any single concept works to the 
detriment of the other two. 

A review of the Federal banking legislation for the past 5 years 
shows that the unquestionable focus has been safety and sound- 
ness, and consumer protection. The question before this subcommit- 
tee and of concern to all of us involved in bank regulation is 
whether certain regulations and requirements can be reduced or 
removed to increase the flow of credit while m£dntaining the safety 
of the banking industry and the protection of the consumer. 

There is no simple answer to this question. We must forge ahead, 
however, because the current level of regulatory burden negatively 
impact the long-term soundness of the banking industry. 

The entanglement of the regulatory requirements are at least 
p€u1;ially to blame for the inability of banks to respond to the com- 
petitive environment of the financial industry today. As a result, 
the market share of commercial banks has declined from over 40 
percent in the mid-1970's to approximately 23 percent today. Most 
of the lost market share has gone to less-regulated competitors, 
such as securities firms and mutual funds. 
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New regulations and compliance procedures often are a road- 
block to new growth. Testimony already received by this subcom- 
mittee describes in detail the repercussions of current regulatory 
requirements on all banks. The effects are particularly harsh on 
our smaller banks. These institutions are the ones which are the 
very lifeblood of small town America. 

Across the United States, almost 2,000 banks have fewer than 10 
employees. An additional 3,100 banks have between 10 and 25 em- 
ployees. These two categories of banks make up 49 percent of the 
banking industry in our country. In Nebraska, the average asset 
size of the 257 State-chartered banks that we regulate is less than 
$50 million. 

As regulatory requirements increase, the vast majority of these 
institutions are simply not able to add the additional personnel 
necessary to keep track of compliance. That means that either the 
chief executive officer must allocate more time to that area, or 
other personnel must be reassigned. 

Of great concern to us also is the real possibility that this glut of 
regulations may adversely affect a bank's safety and soundness. As 
we all know, profitability is one way to measure the health of an 
institution. The burden of regulation is reducing profitability. 

Additionally, overregulation may serve to reduce the quality of 
loans made by the bank. We must remember that banks are a busi- 
ness, and they need to be allowed to operate as such. Banking in 
general and commercial lending in particular are not paint-by- 
numbers undertakings. Just because all the paperwork is correct, 
placed in the file in the proper order, the loan is not necessarily 
any good. 

One other critical factor comes into play: Judgment. Banks are 
not alone in shifting their emphasis to compliance. Several of the 
Federal regulators have also announced substantial increases in 
compliance staffs, including the reallocation of examiners from 
safety and soundness to compliance review. 

These recent events, coupled with the sometimes severe penalties 
associated with the failure to comply, makes bankers' apparent ob- 
session with compliance certainly understandable. The question for 
bank regulators and for members of this subcommittee is whether 
this is appropriate. 

There are two other topics I would like to address briefly before 
closing. The first is the issue of the FDIC's backup authority over 
national banks and Federal savings associations. This authority is 
critical to the continued solvency of the deposit insurance funds. 

The FDIC, as deposit insurer, should have the ability to inde- 
pendently examine any institution it insures. Some have suggested 
in testimony before this subcommittee that the FDIC backup au- 
thority be reduced. Earlier this week the FDIC Board voted to re- 
strict its examination of federally chartered institutions. 

We believe that these restrictions are counter to the congression- 
al intent and counter to the best interest of the taxpayer guarantee 
of the deposit insurance funds. We strongly urge you to oppose any 
reduction in backup authority of the FDIC. 

The second issue is the importance of flexibility in the supervi- 
sion of the banking industry. Whether it is regulatory innovations 
or new products and services, both the regulators and the banks 
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must be allowed the flexibility and the creativity to meet the 
changing market conditions. 

FDICIA placed a straightjacket on both Federal and State regu- 
lators by removing much of the discretion and judgment needed to 
supervise a dynamic and changing banking industry. We ask you to 
consider these issues as you address this and other legislation. 

In closing, let me thank the members of this subcommittee who 
have already struck a signiflcant blow against costly regulatory 
burden. Earlier this year you defeated the State examination fee 
proposal contained in the budget resolution. Your action saved the 
banking industry over $1.3 billion in additional, unnecessary costs, 
keeping these funds available for lending to support economic 
growth. In Nebraska alone, where the cost of regulation to State 
banks would have tripled, it saved over $12 million. 

We appreciate your efforts to defeat the State examination fees 
and ask for your continued opposition to its imposition. 

I will be happy to answer any questions. 

Thank you. 

[The prepared statement of Mr. Hansen can be found in the ap- 
pendix.] 

Chairman Neal. Thank you. 

Do you have some specific recommendations for change? 

Mr. Hansen. Mr. Chairman, we think some of the regulations 
could be eliminated or at least modified because they do not affect 
safety and soundness. Some of the proposals on the surface are 
good ideas. From the time you put the paperwork that is going to 
be generated in order to comply with these provisions, it becomes 
monumental. The blizzard of paperwork to hit our bankers' desks 
today is monumental. 

To give you some examples 

Chairman Neal. Excuse me. I am not putting this quite right. I 
am aware of that. That is why we are going at it. 

I am wondering, you are right at the frontlines here, and I am 
just wondering if there isn't some way we can get a little bit more 
either from you or from the association of State banking regula- 
tors. I am just wondering if in some way we could get your advice 
on some very specific changes. Maybe an approach would be to 
take the Bacchus-Bereuter bill, go through it, analyze it, and then 
based on that come back to us with your opinion of each provision 
in that bill. 

I am just thinking out loud with you here for a minute. And I 
am wondering if it might not be a good idea for that to be an offi- 
cial project of your association, so that we would get the wisdom of 
your counterparts from all States. Does something like this sound 
possible? 

Mr. Hansen. Certainly. We would be happy to respond to your 
subcommittee with specific suggestions. 

Chairman Neal. What do you think of that approach? Mr. Be- 
reuter and Mr. Bacchus have generated a lot of very specific ideas 
here. What do you think of talang that as a starting point? 

Mr. Hansen. I think that is an excellent idea. In fact, the Gover- 
nors Association has also asked the State bank regulators to look 
at this. 

Chairman Neal. Oh, have they? 
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Mr. Hansen. Yes. We would appreciate the opportunity to give 
specific suggestions. 

Chairman Neal. We would very much welcome your advice on 
this. Some of the changes in that bill sound good, and I would be 
inclined to support them, but there may be some little subtlety 
there that would indicate that it might be counterproductive, or 
there may be some little twist on it that would make it better. 

So anjnvay, we would very much welcome that and the sooner 
the better. We are going to try to move ahead with this soon. 

Mr. Hansen. We will be happy to respond and we will get to you 
in a timely manner. 

Chairman Neal. That is just great. I don't know if others have 
questions. 

Ms. Pryce. 

Ms. Pryce. Thank you, Mr. Chairman. 

Mr. Hansen, thank you very much for vour participation in this 
hearing today. I would echo the chairman s thoughts about how im- 
portant any input of you and your organization and organizations 
like yours are to us, because it is that experience that is invaluable 
to us as lawmakers and is so often perhaps overlooked as we make 
these very important decisions that are going to affect you. So 
thank you for your willingness to help us in that respect. 

I would like to ask in particular, with the predominance in Ne- 
braska of State-chartered banks that are falling below the $50 mil- 
lion in assets level, could you give us some sense of the ramifica- 
tions and the cost that such small banks face for examinations if 
there is not an effort to do more to coordinate and streamline pro- 
cedures? Do you have any sense of that? Is this dire? Can you 
elaborate at all? 

Mr. Hansen. I make it a concerted effort to get out and visit our 
State-chartered banks across our State, many of them very small, 
and it is on the tip of every banker's tongue, the amount of regula- 
tion they are having to deal with. 

When you look at small town America and the community banks 
that are serving small town America, nothing happens in those 
communities unless that bank makes it happen. They are commit- 
ted to their communities because that is really their livelihood. 

So the compliance issues that they have to deal with, with the 
excess micromanagement t3rpe burden that is being issued as far as 
Federal regulations are concerned, is just making them take their 
time, time where the chief executive officer or lending officers 
could be out assisting their customers, trjdng to continue to serve 
their community, which is right now being spent in compliance 
with Federal regulation right now. 

It is really not accomplishing what its intent is. 

Ms. Pryce. Thank you. 

On a different line, would you care to comment on the effect the 
President's credit crunch alleviation plan might have on the day- 
to-day operations on banks as you have described them? 

Mr. Hansen. My experience has been that most banks are look- 
ing for good loans, and without the basket or with the basket, I 
thmk that you will find banks around this country are looking for 
good loans. They are looking for a way to lend into their communi- 
ty. 
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We have not seen a preponderance of so-called basket loans or 
the character loans being made by banks. I think those loans were 
already being made. At least the bankers I have talked to feel they 
already were doing that, and it really wasn't accomplishing as 
much as it was hoped to. I think that is probably the same around 
the country. 

Ms. Pryce. Thank you very much, Mr. Hansen. 

Thank you, Mr. Chairman. 

Chairman Neal. Thank you. 

You know, I really don't have any other questions now, but I 
very much look forward to your thoughts and those of your associa- 
tion on this question. It would be an enormous help to us. So I 
thank you very much for coming this morning and we look forward 
to hearing from you. 

Mr. Hansen. Thank you. We will look forward to responding to 
you. 

Chairman Neal. Do you need copies of the bill? Did we get those 
for you this morning? 

Mr. Bartlett. We are fully up to speed. We have just begun our 
review process in response to the Governors Association. So we will 
take on the bill as a model. We had not started in that direction, 
but we will use H.R. 962. We will do a section-by-section review 
and comment on each section. 

Chairman Neal. That would be great. 

Mr. Bartlett. I think we will tske on some issues that were not 
in H.R. 962. One issue, we have real problems with is the prompt 
corrective action section that was included in FDICIA. We will 
comment on that at length as well. 

Chairman Neal. Even better. I think it will be helpful for you to 
use that bill. A lot of people are familiar with it. It has 267 cospon- 
sors. We would welcome your thoughts. 

Thank you very much. Don't hesitate to let us have your other 
views as time goes on. Thank you for being with us. 

Our next witness is Mr. I)onald Chapin, Assistant Comptroller 
General for Accounting and Information Management, U.S. Gener- 
al Accounting Office; accompanied by Robert Gramling, Director, 
Corporation Audits, Accounting and Information Management Di- 
vision; and Mr. James Bothwell, Director, Financial Institutions 
Management Issues, General Government Division. 

Gentlemen, thank you for being with us this morning. We look 
forward hearing from you. 

STATEMENT OF DONALD CHAPIN, ASSISTANT COMPTROLLER 
GENERAL FOR ACCOUNTING AND INFORMATION MANAGE- 
MENT, U.S. GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY 
ROBERT GRAMLING, DIRECTOR, CORPORATION AUDITS, AC- 
COUNTING AND INFORMATION MANAGEMENT DIVISION; AND 
JAMES BOTHWELL, DIRECTOR, FINANCIAL INSTITUTIONS AND 
MARKETS ISSUES, GENERAL GOVERNMENT DIVISION 

Mr. Chapin. It is a pleasure to be here, Mr. Chairman. I know 
the morning grows late. 

Chairman Neal. As always, we will put your entire statements 
in the record. 
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Mr. Chapin. I just would like to touch on a few points very 
quickly, and open this panel up to questions from the subcommit- 
tee. 

You asked for our comments on the effect of H.R. 962, on credit 
availability and the safety and soundness in the industry. That is 
what we are here primarily to talk about today. 

There are a number of different provisions in the bill that are 
intended to reduce the burden of regulation on safe and sound in- 
stitutions. While we are not in a position to comment based on the 
work we have done on the particulars in many of those provisions, 
I want to emphasize to you and to the subcommittee GAO's support 
for efforts to reduce regulatory burden when that does not compro- 
mise the safety and soundness or other public interests. 

We are concerned about several of the provisions of H.R. 962 
that would, we think, weaken some of the safety and soundness re- 
forms that were enacted by Congress 2 or 3 years ago, many of 
which are now being implemented. We think rolling back these re- 
forms would place the taxpayers needlessly at risk and could un- 
dermine other legislative efforts in the future to modernize the 
banking industry, such as interstate banking. 

We really do want to encourage efforts to identify and reduce the 
burden when there is a clear benefit in doing so. At the same time, 
we think that the Congress, the administration, and the regulators 
should exercise very great caution in considering short-term meas- 
ures to encourage more liberal lending practices by insured institu- 
tions. The current improved conditions of the banks should not 
dispel the need to be vigilant, particularly in today's volatile busi- 
ness climate. 

What we have seen recently is extraordinary interest rate 
spreads in 1992 continuing into 1993 that rescued, rescued a 
number of failing banks, and are largely responsible for the turna- 
round in the industry. 

We have yet to see how the banks will weather rising interest 
rates in the future. That kind of scenario will test the banks' and 
the thrifts' ability to manage interest rate risk and sustain long- 
term earnings viability. 

In that respect, what we see now as a risk to the banking indus- 
try is the complex derivative products that the banks are using to 
help manage interest rate risk but nevertheless involve substantial 
risk of loss. The competition for deposit dollars is strong. The 
choices of investment alternatives for the banking industry are 
there. 

It is very important that the fundamental corporate governance 
requirements that are in place are kept in place. And it is impor- 
tant that they work well as a precondition for modernization of the 
financial system of the United States. 

As the FDICIA reforms take hold, I think we can be more confi- 
dent of the regulators' ability to successfully supervise the banks in 
today's competitive marketplace, and dunng times of future dis- 
tress. 

So, Mr. Chairman, we support efforts to reduce regulatory 
burden. There have been a number of steps taken by the regula- 
tors. We do support them. There are provisions in this bill that 
look to be positive. But we are concerned, seriously concerned 
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about provisions of the bill that would reduce the safety and sound- 
ness controls that were recently enacted bv the Congress. We think 
those are important. We think they should stay. 

[The prepared statement of Mr. Chapin can be found in the ap- 
pendix.] 

Chairman Neal. Have you had a chance to go through the bill 
and make specific recommendations on each point, or is that some- 
thing that might take a little longer? 

Mr. Chapin. We have, as our full statement for the record points 
out, ongoing work that will relate to some of these provisions. 
Those reports are not yet finished. We are doing some very impor- 
tant work on derivatives, for example. Those reports will be issued 
in due course. 

We don't have specific recommendations to make on the particu- 
lars of H.R. 962. We are here today to tell you of our concern about 
those provisions in the bill that tend to roll back safety and sound- 
ness provisions that were added in FDICIA to protect the insurance 
funds. 

Chairman Neal. What provisions do you have in mind in par- 
ticular? 

Mr. Chapin. We talk about the accounting, the auditing, the cor- 
pNorate governance provisions, the requirements for bank examina- 
tions, in effect the strengthening of the regulatory function. 

Chairman Neal. I will take a look at your longer testimony and 
try to become familiar with your thoughts there. It is not our 
intent^ust speaking for myself here, others may have different 
thoughts — ^but it is not my intent to try to use your words, create a 
climate in which more liberal lending policies are in place. That is 
not what we are about here. 

What I would like to see us do is to sort of clean house of the 
needless paperwork and regulations and so on that don't appear to 
be helping anyone. I mean, I am thinking of these massive files I 
have seen, particularly regarding mortgage loans and some other 
disclosures that I just don't thmk anyone is reading. We don't 
think they are accomplishing anything. 

Mr. Chapin. We couldn't agree with you more, Mr. Chairman. 
We have been around, visited the banks, and looked at the situa- 
tion. Clearly, there is a case for regulatory burden, and those bur- 
dens should be reduced. 

I would like to suggest to you that if our testimony isn't particu- 
lar enough as to the sections of H.R. 962 that we oppose, we would 
be quite willing to spell that out in absolute detail, if you wish. 

Chairman Neal. That was going to be my next question. If it 
would be appropriate for you all to do that, I have great respect for 
your work, and I think it would be very useful for us if you would 
just go through the bill, look at each section, and tell us what you 
think. 

Mr. Bacchus. Mr. Chairman, would you jrield for a second on the 
same point? 

I certainly would invite you to give us an enumeration of the 
provisions of the bill you oppose and reasons why. But I would also 
request, since you say there are some positive provisions in the bill, 
and since you say that there is clearly a need for regulatory relief, 
that you also enumerate the provisions in the bill that you would 
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think are good provisions, that you would support, and also tell us 
why. 

Mr. Chapin. Mr. Bacchus, we can attempt to respond to that, but 
you need to understand that we are not — ^we have not studied all of 
the particulars of this bill. 

Mr. Bacchus. Yes, sir. I am asking to you do that. 

Mr. Chapin. Well, that will take a bit of time, sir. 

Mr. Bacchus. Yes, sir. 

Mr. BoTHWELL. If I can just add one comment, one of the studies 
that we are doing 

Mr. Bacchus. Thank you, Mr. Chairman. 

Chairman Neal. Yes, sir. 

Mr. BoTHWELL. We are looking at all the existing studies that 
have been done, the major ones by the regulators and by the indus- 
try groups, and what we have found there on the cost side is that 
we really don't think there are any really good, solid cost estimates 
of the amount of regulatory burden that is placed on lending insti- 
tutions, nor is there a very good discussion of how these costs rack 
up against the benefits that regulation is creating in terms of more 
informed consumers, more lending in the inner cities, and that sort 
of thing. 

But what these studies do for us is they really lay out what 
issues are of most concern to the industry. And those issues which 
we heard a lot about this morning concern mostly the CRA t5rpe of 
legislation, the social legislation, credit availability legislation, re- 
porting requirements, paperwork types of burdens. And most of the 
comments that we have looked at on these studies, and most of the 
studies, do not really take great issue with the major safety and 
soundness reforms that were in FDICIA and that we have support- 
ed through our work. 

What we are trying to do now is focus on those particular issues 
which are of concern to the industry and we are having a major 
study done on CRA. We are going out to 50 or 60 institutions. This 
is a study we are doing for the House Banking Committee. We are 
going into these institutions to find out what is going on with that 
process. Is it too paperwork intensive? Is there a way to improve 
the process to get more performance of the institutions in terms of 
their lending to low- and moderate-income areas? 

This is something, as Mr. Chapin pointed out, that will take us 
some time to do. There is also another issue here. Some of these 
things you may have to changes laws, others you can just do by 
changing regulations, others you can do by changing how you im- 
plement those regulations. And that is what we really are trying to 
do. 

We have already done one study, which we issued just a month 
ago, looking at what regulators can do to remove some of the im- 
pediments to small business lending. We have some recommenda- 
tions in this report that they don't need to require appraisals for 
real estate that backs up a traditional small business loan. 

So we think there are things the regulators can do to streamline 
their processes and their procedures. But it is going to take us 
some time to do that kind of work. But we are fully committed to 
do that. But it does take some time. 



Digitized by VjOOQ IC 



33 

Mr. Bacchus. Mr. Chairman, if I might add a few comments, I 
appreciate your time considerations. I also appreciate the good 
work you have already done on small business and a number of 
these issues. I am eager to have the benefits of your further work. 

Mr. Bereuter and I are both very willing to work with you, as I 
know the chairman and the ranking Member, Mr. McCoUum, who 
is a cosponsor of our bill, are as well. 

Let me tell you that from our perspective, this is not just one 
more hearing on one more proposed piece of legislation. At last 
count we had 267 cosponsors of this bill. We are going to move 
some or all of this bill. Pieces of it just passed the Senate Banking 
Committee earlier this week. 

If you think that in some instances we are going down the wrong 
road, we need you to tell us that in some detail and not just in the 
general terms of this testimony today. If there are provisions that 
are good, we need to identify them, because we don't expect to pass 
all the provisions of this bill. 

So I am eager to work with you and I have high regard for your 
work, and I look forward to the benefits of it. 

Thank you, Mr. Chairman. 

Chairman Neal. Thank you. 

Again, I am going to say I want to thank the gentleman for his 
leadership on this issue. It is of enormous help to us to have this 
document to work from. 

I understand the kind of major studies you are talking about 
take time. But I also hope that we can get the benefit of your work 
on these subjects. 

What sort of time frame are you talking about for looking into 
the m^or provisions of this bill? 

Mr. Uhapin. Mr. Chairman, let me suggest one thing that we can 
do soon, and that is if we haven't been specific enough, we can tell 
you and the rest of the subcommittee exactly which provisions of 
the bill that we think are dangerous from a safety and soundness 
standpoint. We can enumerate those and document thoroughly, be- 
cause we have studied this issue for a long time. We know what is 
wrong with this bill. 

We are finding a lot of things right with this bill as we go for- 
ward with our work, but unfortunately that work is not vet fin- 
ished. So I don't know how we can respond immediately to the posi- 
tive aspects of this bill. 

But we will do our work as promptly as we can, and I know you 
want to have findings from the GAO that are fact based, that are 
solid, that are based on the evidence. So we will provide that just 
as soon as we can. 

Chairman Neal. And when might you think that would be? 

Mr. Chapin. I think our testimony sets forth some target dates 
for some of the reports that we propose to issue. By the end of the 
year our review of the regulation studies done by various industry 
groups and banking agencies will be available. We are looking at 
the methodology that they have used in addressing burden to see 
whether the burden issues that can be clearly identified as high 
priorities are in fact identified. 

That report will be available at the end of the year and another 
study that will be available in the spring is an in-depth study on 
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the Community Reinvestment Act. As my colleague said, we have 
already issued a report on what the regulators can do and what 
they have done on both loans and on reducing the appraisal re- 
quirements for small business loans. So we have a report out on 
that issue. 

There are other issues in H.R. 962 that we haven't looked at, 
that we probably should look at, including the provision for the re- 
duction of liability for outside directors, a very important issue. We 
are very interested in that issue. It is germane to the behavior of 
boards of directors and particularly audit committees in how they 
exercise their function. That is directly related to our concerns 
about proper safety and soundness. We will try to look at that issue 
and put it on our agenda. But we don't have — ^we haven't done day 
one's worth of work on that issue as yet. We have a lot of back- 
ground but we haven't worked on that particular provision. 

So we will try to be as responsive as we can on all the of these 
provisions. As this bill goes forward, we will supply the Congress 
with as much information as we can on it. 

Chairman Neal. That is all we ask for and we appreciate it. 

Mr. Gramung. Mr. Chairman, I would like to add that we list in 
Mr. Chapin's statement approximately 15 or 20 studies that the 
GAO has done that serve as background and support for our cur- 
rent positions, which are opposed to the section 112 and the section 
132 changes that are in the bill. I think we are fairly clear there 
regarding the need for the accounting, auditing, and prompt correc- 
tive action requirements of FDICIA. With your permission, we 
would be pleased to provide those studies to the subcommittee as 
part of the record. 

Chairman Neal. That would be a big help to us. Please do. 

[The information referred to can be found in the appendix.] 

Chairman Neal. Did you want to say something, Mr. Bothwell? 

Mr. McCoUum. 

Mr. McCoLLUM. Unfortunately, I had a conflict with another 
hearing. We can only wear one hat at a time. 

I am kind of curious in terms of the testimony, about explanato- 
ry language that says reducing regulatory burden, that it should be 
only when there is a clear benefit to do so. And that may go to pa- 
perwork reporting, it may go to — I don't know what it goes to. 

And that is the point. Can anybody give me an example of what 
kind of benefits test you are contemplating? What do banks need to 
show in order to obtain regulatory relief? What is the clear benefit 
of that type of language? What do you have in mind by that crite- 
ria? 

Mr. BoTHWELL. I would say that what we are looking for is not to 
rack up cost-benefit-type comparisons with regards to the specific 
r^ulations. In some of these cases it is very difficult to quantify 
the benefits of legislation like CRA. What we are trying to do in 
that area is to go to institutions around the country and look at 
that process and look and identify ways that that process can be 
made less burdensome and more efficient and more effective. 

The administration also is undertaking a similar effort and 
hopes to come up with some recommendation by the end of this 
year. We hope our work will be done so it will be useful to this sub- 
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committee and the Congress in terms of considering what they 
come up with 

Mr. McCoLLUM. I understand what you are saying. I don't want 
to quibble over words, but I had read that testimony earlier, even 
though I wasn't here for its delivery, and I was struck by the fact 
that several times in Mr. Chapin's testimony, you say, in essence, 
that banks, in order to justify some of the changes (particularly 
those in Mr. Bacchus's and ^Ir. Bereuter's bill) must demonstrate 
or it should be demonstrated to us that there is a clear benefit to 
the bank. 

I guess that is juxtaposed against what is perceived — it gets to 
some of the vagueness of this — ^the public policy benefit of some of 
the things that were passed in FDICIA. I don't know how you bal- 
ance that off. 

You just said cost-benefit analysis is what you really want to do. 
How am I or how is a banker who is complaining about one of 
these provisions to meet your test? 

Mr. Chapin. Let me try to deal with that. We think that the 
FDICIA legislation is well thought out, that the safety and sound- 
ness rules and laws and regulations that were developed were good 
responses to a grave risk to the Bank Insurance Fund and at that 
time, we thought, to the taxpayers. 

So when we look at steps to reduce regulatory burden and it in- 
volves the reduction of safety and soundless provisions, we have to 
look at it from the point of view of the protection of the taxpayer 
and the Bank Insurance Fund and tiy to see whether or not those 
amendments compromise the essential protections that the Con- 
gress built into the FDICIA legislation. 

So we do start with sort of a burden of proof on those that would 
reduce the burden at the cost of protection. We would like to see 
why those are reasonable and why they won't expose the Bank In- 
surance Fimd or the taxpayers to unnecessary or excessive risk. 
That is the point I wanted to make. 

Mr. McCoLLUM. That is the clear benefit you are talking about. 
They have got to overcome that burden and show some kind of ben- 
efit that clearly outweighs what you perceive as the benefit of the 
language that is there in the law as a result of FDICIA? 

Mr. Chapin. Yes, sir. 

Mr. McCoLLUM. I just wanted to get some idea of that. There are 
those who would debate with you over the benefit of the law as op- 
posed to the other way around. But what I wanted to do, and you 
have established for us, is to get your perspective. I am going to 
hear their perspective. I already have read it. I want to hear yours. 
And you have given that to me, and I appreciate it. 

Mr. C^iAPiN. Let me give you a few more words on that. When 
the savings and loan crisis was uppermost in everyone's mind, 
when the banking crisis came along right behind it, GAO devoted 
an unbelievable amount of resources to studying these conditions, 
why they occurred, what happened, who was at fault, what hap- 
pened to the regulatory function, whv didn't it work, why were we 
having these kmds of surprises in the financial reports of banks. 

As our footnotes in this testimony show, we have developed lots 
of evidence that led us to believe that the Congress acted properly 
when they enacted the FDICIA legislation. So we think there is 
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reason for those provisions, good reason for those provisions. So 
when we look at suggestions to reduce those provisions, that we 
think protect the Bank Insurance Fund and the taxpayers, we have 
to look carefully at why those benefits don't on the other side rep- 
resent risks or concerns to the fund and the taxpayers. 

Mr. McCoLLUM. I think what we get down to is redebating, if we 
do get down to that, the merits of your conclusions on some of 
those, the need to protect safety and soundness, because what I am 
hearing from bankers, individual bankers, and quite a number of 
them, on these provisions. This went to the extreme, you didn't 
need to do that, the example of the S&L crisis was unique, it oc- 
curred because of the confluence of circumstances that are highly 
improbable to occur again, and you are putting by these regula- 
tions a constraint on lending and a constraint on our business, and 
the American taxpayer suffers the consequences for the years to 
come of overreacting to the extreme — ^that is what they are saying. 
They may not say it in those exact words, but you may have heard 
it too. 

Mr. Chapin. We have heard it. I would just add one thing. I 
think those that would propose the relaxation of these, what we 
think to be, beneficial provisions of FDICIA, a burden of proof on 
their side to show that it wouldn't be excessive risk as a result of 
the reduction. 

Mr. McCoLLUM. A burden I suspect you believe would be very 
unlikely they could overcome. 

Mr. Chapin. We have our convictions, sir, on what we think is an 
excellent job the Congress did. 

Mr. McCoLLUM. Thank you very much. I appreciate that. 

Chairman Neal. Were you suggesting that you think the idea of 
a cost-benefit analysis of regulations is not a sensible way to ap- 
proach analyzing them? 

Mr. Chapin. The concept is sound. It is just very hard to apply 
when you consider that now the banks are basically sitting pretty, 
whereas 2 years ago we were afraid that the taxpayers were going 
to have to come up with a huge amount of money. The shift in the 
ground has been dramatic, totally dramatic. 

In the perspective of 2 years ago, it was easy to see why these 
reforms were absolutely, totally essential to protect the taxpayer. 
Now that the banks have lots of money, maybe more money than 
they admit to, but have lots of money, it is easy to say, why do we 
need these things? 

But I think we should look at the banking institution, remember- 
ing that banks have 5, 6, 7 percent capital that can evaporate very 
quickly. Our studies have shown that a 1 or 2 rated bank can 
quickly become a 4, even a 5, and insolvent very, very quickly. 

Capital protection is not large. The risks that banks undertcdce 
are very large. We have seen time and time again with third coun- 
try loans, with highly leveraged transactions, with commercial real 
estate, the threats to the banking system. 

The fact that we currently look at a very healthy banking 
system doesn't necessarily mean it is going to be that way tomor- 
row. And I don't want to be around here tomorrow without these 
protections when the banks once again have to come to the Bank 
insurance Fund and possibly to the taxpayers. 
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Chairman Neal. That improvement in condition is almost entire- 
ly due to a lower rate of inflation and a better interest rate spread. 
Mr. Chapin. Yes, sir. 

Chairman Neal. That certainly could be something that — cir- 
cumstances could change. It has been easier for banks to manage 
properly under these conditions. It could be tougher in the future, 
no question. 

^ Just — I am glad to hear you are working on this derivative ques- 
tion. I must say I don't fully understand it. I have had it explained 
to me several times what is going on, and I still don't feel like I 
fully understand it. For that reason, if for no other, I am a little 
ooncemed about it. 

There does appear to me to be considerable risk there. It looks to 
me like they are probably managing it pretty well, but I am un- 
comfortable with it. How soon do you think you will have complet- 
ed your work on that subject? 

Mr. BoTHWELL. Mr. Chairman, one of our primary goals in this 
work is to tiy to explain this whole business to people like yourself 
and myself in understandable terms. What we are trying to do is 
not only explain these t3rpes of products, but also tell you who is 
involved with this business, the extent of the risk that is out there, 
in these major derivative dealers, the extent that the dealers are 
trying to manage and control this risk with their own risk manage- 
ment systems and the investments that they are making in risk 
management systems, and indeed what the regulators are trying to 
do to improve their capability of overseeing this type of activity. 

We are doing our very, very best to have our report out by the 
beginning of the new year, in that time frame. 

Chairman Neal. Could you give us — ^be prepared to give us some 
preliminary report a little earlier than that? 

Mr. Bothwell. We could certainly try. One of our objectives is to 
try to have reports on crucial issues like this as soon as we can. 
But we are working full speed and we have a very big team work- 
ing in this area. 

Chairman Neal. As soon as you think you have some meaningful 
data, you will know that — ^I don't have any way of knowing; it is 
just something you think is worth talking about— would you get in 
touch with us? 

Mr. Bothwell. Yes, sir. We have just about finished our audit 
work and are drafting our report. But we need to take steps to 
share our preliminary thinking with others, and that takes us a 
while. 

Chairman Neal. You said that you have done a lot of work on 
trying to understand what had happened with the savings and loan 
industry. I spent a lot of time on that subject trying to understand 
it clearly. I came to think there were a number of things that could 
be said about it in terms of the origins of the problem. I sort of 
track it back to the high inflation of the late 1970's and the fact 
that the formula for savings and loans simply didn't work under 
those circumstances. 

And then you have to look at the things that Congress and the 
administrations did to try to solve the problem, which in some in- 
stances turned out to only make it worse, go through that whole 
cycle. But I also came to think that if we had had adequate super- 
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vision, it simply couldn't have happened, it wouldn't have gotten 
away from us like it did. Is that a fair conclusion? 

Mr. Chapin. I think that lack of proper supervision, lack of good 
accounting, good controls, on meaningful corporate governance, all 
the issues that were addressed in FDICIA, were at the heart of the 
savings and loan problem. 

The fact that we have a Banking bill that dealt with banking 
issues doesn't mean that the provisions of that bill weren't also in- 
fluenced by the experiences with the savings and loan industry. 
What we see is a continuity here of some of the basic issues that 
were problems with the S&Ls spilling over into the banks and lead- 
ing ultimately to legislative efforts by the Congress to deal with 
those problems. 

It would be wrong to think that we have put this all to bed, Mr. 
Chairman. Things like financial derivatives could produce new 
risks to the banking system. What GAO tries to do is to try to an- 
ticipate these problems before they become major threats to the 
taxpayer or the Bank Insurance Fund. That is the reason we un- 
dertook this derivative study. 

I think it will be an important study, a big contribution to the 
understanding of the Congress of the risks involved not only to the 
banking system but also to the entire securities system of the 
United States. 

Chairman Neal. Well, I am just wondering, if we have a system 
here where we get what you do in a timely fashion, I know you do 
a lot of good work, I am not sure I see all the good work that you 
do, and I am certainly not sure that I see it as soon as I should. 
What could be done about that? Is there 

Mr. Chapin. We can improve the timeliness of our work. 

Chairman Neal. That isn't really my 

Mr. Chapin. But some of the things that we do involve exquisite 
judgments based on a lot of fact gathering. The derivative issue is 
one. There are lots of people who have written about the subject 
but they don't know enough about it to really come to firm conclu- 
sions. 

We hope we have taken enough time to come out with a report 
that is soundly based, that people can rely on. So we are always 
tugging between wanting to deliver a product on time and wanting 
to be sure it is right. 

So that is the problem we face continuously. We are trying now 
to accelerate the process by which we get reports out to the Con- 
gress. We have to say on complicated issues, difficult audits, it 
takes time to get the facts, and that is what you people want, I am 
sure. 

Mr. Gramung. I think you may be referring somewhat to the 
distribution of our work, and certainly we are doing our best there, 
and on request, work to involve both sides of the aisle as we devel- 
op that work. In major work like my colleague, Mr. Bothwell, has 
under way in the derivatives area we have cosponsors for that type 
of work by subcommittee chairmen or others so that in fact that 
work can be made available to all as soon as it is finished. That is 
our goal, to get the information to the Congress. 

Chairman Neal. I am very interested in ever3rthing you do, so 
don't hesitate, don't be bashful about sharing your products with 
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us. If we can help in some way, we would be delighted to do that, 
too. 

Let me ask you a couple of other questions. As you know, cur- 
rently banks are required to file currency transaction reports for 
cash transactions in excess of $10,000. That $10,000 amount was 
put there several years ago. Pricing has changed the value of that. 
Is that something that should be changed or should we keep it at 
the $10,000 level? This is an attempt to get at money laundering. 

Mr. BoTHWELL. Yes, indeed it is. I believe our people who do 
work in the law enforcement area have looked at those reports in 
terms of how valuable they are for the law enforcement effort, and 
there are some real questions there about their benefit. 

In addition to that, the issue you raise about the $10,000 limit, 
$10,000 or above, I think any time you fix a certain dollar amount, 
and there is inflation, in real terms that threshold starts getting 
smaller and smaller. GAO doesn't have an official position on this. 
We recdly haven't looked at that particular issue. But I think it 
certainly sounds very plausible, to index it to the inflation rate. 

Chairman Neal. I have several other questions here but I also 
have some other things I have to do at noon. May I submit a few 
questions in writing? 

Mr. Chapin. Of course. 

Chairman Neal. And before adjourning, let me recognize Mr. 
Bacchus. Again, I can thank you all. 

[The information referred to can be found in the appendix.] 

Mr. Bacchus. Thank you, Mr. Chairman. I will be brief. 

Grentlemen, thank you very much for your hard work, for your 
testimony, and for your commitment to the safety and soundness 
and protecting the taxpayers. Let me assure you that I share those 
conmiitments. In fact, I would suggest that those of us on this sub- 
committee in this Congress are probably even more committed to 
safety and soundness and to protecting the taxpayers than you 
may be, because if something goes wrong, we will be blamed. The 
Congress has certainly been blamed before. We are trying to do the 
right thing. 

Mr. Bereuter and I have said repeatedly we don't want to do any- 
thing that will in any way, shape, or form, in any way diminish 
safety and soundness. We don't believe anything in our bill would 
do so. We may have some legitimate difference of opinion there, 
and that is why we need the further benefit of your counsel and 
advice. 

I am especially concerned about the taxpayers myself. That is 
the primary reason I voted against FDICIA, because I thought we 
were bank rolling the replenishment of the fund through the back 
door of the Treasury, adding billions of dollars to the Federal defi- 
cit without appropriating the money. That still may well be the 
case. That has been done now. But I think that is a legitimate 
point of view, and I was motivated by my desire to protect the tax- 
payers. 

You say that the banks are sitting pretty now. There is nothing 
wrong with that. We as Members of Congress would like our finan- 
cial mstitutions and all our businesses to be profitable. And I know 
you would €igree with that. 
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But my principal aim in supporting regulatory relief is not to 
make sure banks are sitting pretty. My aim is making sure that 
consumers have access to credit. And creditworthy borrowers have 
an opportunity to get loans so that we can create economic growth 
in America. I know that you share that goal. 

And I invite your specific answers to some of the specific provi- 
sions that are raised in the bill. For the moment, let me simply ask 
you a couple of questions about your comments on our proposals 
for changing section 132 of FDICIA. 

Now, we have had testimony earlier from a young woman, a very 
articulate young woman from Texas who sees no reason at all why 
CAMEL 1 and 2 rated institutions should have to bear the burden 
of the additional regulatory requirements that are about to be im- 
posed by the implementation of rules under section 132. She says 
that all of the documentation, all the standards, all of the rules, all 
of the internal procedures are necessarily going to be in place in 
those institutions or else they wouldn't be CAMEL 1 and CAMEL 2 
rated institutions. 

She has testified as well because of the burdensome regulations 
under some other impositions, they have not made certain products 
such as the adjustable rate mortgages available to consumers. We 
are talking here about protecting consumers and making loans 
available and about that balance we have all been talking about. 

Now, I am trying to understand why it is that CAMEL 1 and 
CAMEL 2 rated institutions should not be exempt from these forth- 
coming regulations. I am not quite certain I agree with you that 
these regulations are going to be as beneficent as you seem to an- 
ticipate. We will see later. 

But based on what I hear you saying and on what seems to be in 
your testimony, my understanding is that you are telling us that 
even with CAMEL 1 and CAMEL 2 rated institutions, capital can 
many times evaporate quickly and these institutions can end up be- 
coming 3, 4 and 5 rated institutions virtually overnight, and that 
this is sort of an early warning signal that would enable regulators 
to step in quickly in the event of seeing something that might go 
awry. 

And my question is, if this is the case, if the internal standards 
that they have in place are not going to be sufficient to keep them 
from losing their capital quickly, then why are they rated so highly 
in the first place, and what should be done about that so that we 
could give some exemption from some of these additional regula- 
tions? Is the answer always to impose more regulations and more 
paperwork? 

Mr. Chapin. Let me give a bit of a general answer, and then my 
colleagues will fill in, Mr. Bacchus. 

Mr. Bacchus. And I won't keep you long because the chairman 
needs to go. 

Chairman Neal. I am all right, thank you. 

Mr. Chapin. Our studies suggest that CAMEL 1-2 banks are gen- 
erally following the procedures, the controls and so on that are 
now in FDICIA. In other words, we don't acknowledge that there is 
a great burden, additional burden imposed on those institutions by 
virtue of FDICIA. 
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Mr. Bacchus. But we don't know yet because we don't know 
whether these regulations are going to require additional compli- 
ance paperwork so they can demonstrate to you that they are 
domg in fact what you think they are doing. 

Mr. BoTHWELL. If I may add, the section 132 regulations haven't 
been put out yet in final form. 

Mr. Bacchus. Yes, sir. 

Mr. BoTHWELL. The regulators have submitted them to Treasury 
in a proposed format. 

Mr. Bacchus. Yes, sir, that is in your testimony. 

Mr. BoTHWELL. When you look at what is being proposed, you 
really do not see that specific, detailed type of requirements that I 
think the industry feared may come from that section. We never 
thought that it should. 

What we were looking for is some general principles of good, 
sound management with regards to internal controls, underwriting 
standards, and so on. And I think the regulators have proposed a 
set of very good principles that well-managed, well-run institutions, 
as we heard in the testimony this morning, should already have in 
place. 

So we do not think that there will be any additional burden — 
there shouldn't be— on a well-run, well-managed institution. It is 
on the other institutions that really need to get their operations in 
order. 

Mr. Bacchus. Of course, Mr. Bereuter and I are not proposing 
that an3rthing other than CAMEL 1 and CAMEL 2 institutions be 
exempt from these additional regulations. 

Mr. BoTHWELL. But as you noted, things can change rather 
quickly. And in some of our work we have ongoing now, we are ac- 
tually looking at every bank failure that occurred in 1991 and 1992 
and looking at what were the factors causing those failures. And 
often you see institutions that are taken over, that change manage- 
ment, and people come in who aren't so dedicated to running a 
good, sound institution. And so those types of internal controls and 
the underwriting standards and everything else can go out the 
window. 

That is why we think it is necessary to have these standards for 
all institutions, because things can change very quickly, such as a 
change in ownership of small institutions. 

Mr. Bacchus. What we have to do in calculating this balance is 
measure the benefits that we derive from having that extra early 
warning signal for those kinds of institutions, for those kinds of in- 
cidents of deterioration in management against the cost that is are 
imposed from the added regulation. 

Based on your comments, I will be taking another and a closer 
look at the issue and looking forward to the final regulations. 

Thank you, Mr. Chairman. 

Mr. Chapin. Just one additional point, to try to put another face 
on this particular issue. The tentative rules that are now being 
looked at really give the banks that don't qualify for a 1 and 2 
rating targets to shoot for, because that in effect defines a safe and 
sound banking institution, and it is well that those principles, that 
always were in the regulators' minds, be out in public view so that 
all banks can aspire to those kinds of ratings. I think what has 
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been done in the regulations is a very positive step and is not, as it 
stands now, paperwork intensive. 

Mr. Bacxshus. Thank you, Mr. Chapin. 

Thank you, Mr. Chairman, for your indulgence. 

Chairman Neal. Thank you, sir, very much. 

Gentlemen, thank you for coming. We look forward to your work 
and other work. I will submit some questions. Thank you again. 

[The information referred to can be found in the appendix.] 

Chairman Neal. The subcommittee stands adjourned. 

[Whereupon, at 12:05 p.m., the hearing was adjourned.] 
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STATEMENT OF THE HONORABLE STEPHEN L. NEAL 
AT HEARING ON H.R. 962 

Thursday, September 23, 1993 



I want to welcome everyone to today's heanng on regulatory 
reform and credit availability, and on H.R. 962, the bill dealing with 
this issue that has been introduced by Mr. Bereuter and Mr. Bacchus. 

Last night President Clinton spoke on health care. One of the 
points he made was the need to simplify the system. He told how 
doctors at one hospital spend so much time filling out forms that 
they can see 200 fewer patients a year. He told how one hospital 
administrator spends $2 million a year on paperwork that has 
nothing to do with treating patients. 

Our banking system is headed in the same direction. Bankers 
are spending more and more time filling out reports, studying new 
regulations and worrying about required paperwork than they are in 
tending to their business of making loans. Something has got to be 
done to get the spiraling burden of unnecessary paperwork under 
control in the banking, as well as in the health care, industry. 

One fact stands out: the more time bankers must spend 
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figuring out regulations and filling out forms, the less they can spend 

making loans. And the more money they must spend to comply with 
federal laws, the less they have to lend. 

As I indicated last week, the Administration has taken 
important steps forward on this issue with its regulatory proposals 
addressing credit availability, with efforts to ease loan 
documentation and appraisal requirements, among others. I also 
applaud the Administration's current effort to make the Community 
Reinvestment Act more workable. 

Congress also needs to act on this issue, because it is our 
responsibility as lawmakers to review current banking laws and make 
any needed changes. Our goal in pursuing regulatory reform must 
be to increase credit availability as much as possible, while still 
maintaining strong safety and soundness protections. 

Earlier this week the Senate Banking Committee acted on a 
community development bill, which also contained regulatory reform, 
and secondary market for small business loan provisions. These are 
important pieces of the credit availability puzzle and we should take 
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note of the Senate's approach of treating these Items together. 

The witnesses on today's first panel will tell us what is the 
view from the front lines. The panel consists of three bank 
compliance officers, who must deal every day with the real work of 
keeping their banks in compliance with the laws that Congress has 
enacted. 

We will then hear from a State regulator, who will tell us how 
Federal and State agencies try to work together. Finally, we will 
receive testimony from the General Accounting Office, which has 
produced literally thousands of pages of reports on our bank 
regulatory system, and how it works. 

I look forward to hearing the testimony of all the witnesses, and 
working with them and other interested parties, and with my 
colleagues on both sides of the aisle, to make progress on this 
important issue. 
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IMTRQDUCTION 

Mr. Chairman, ny nana is Kate Barr. I am Senior Vies Prssidsnt 
of Riverside Bank in Minneapolis, Minnesota. I appreciate the 
invitation to appear today and offer the experience of a small 
commercial bank in managing the growing volume of bank 

regulation* 

Riverside Bank is a $125 million bank located in the city of 
HinneapoliB. We have three branch offices in addition to our 
main office. Since we are a small bank in the midst of many, 
much larger competitors, we have sought a niche in the small 
business banking market. We have been aucceasful in this effort, 
with 65% of our $80 million loan portfolio in conmiercial loans 
to small businesses. Our loans range in size from $10,000 to $1 
million and In industry from retail and wholesale sales to 
manufacturing and service* 

Hy responsibilities at Riverside Bank include managing 
compliance with regulations as well as responsibility for 

marketing, planning and some lending functions. 

CfiWg W L COMMENTS OM IMPACT O F . Rggy y^ Hg iNff 

Hy responsibilities have included regulatory compliance since 
1982, but the scope of that responsibility has Increased 
exponentially in the past three yeare, particularly with the 
implementation of provisions of FIRKEA and FDICIA, In addition 
to my efforts, many of the bank's other staff have had 
additional duties assigned to them in order to Biaintain 
compliance with the explosive growth of rules and regulations. 
No one single regulation, of course, is responsible for this 
burden. Rather, It Is the cumulative affect of layers and 
overlapping layers of regulations Issued by different agencies 
over the course of a relatively short time period. 

The overall impact on Riverside Bank of the increasing 
regulatory requirements has been increased costs for staff time, 
materials, training and systems. We must have additional 
personnel to check over the compliance of the ones doing the 
work. The need to add staff and other coats might not seeiti so 
onerous to the bank if each new provision was clearly beneficial 
to either the bank or its customers. Unfortunately, this is not 
always the case. 

There has also been an impact on our customers, particularly 
borroveris. Borrowing money Is more difficult and costly in 1993 
than It was a few years ago. Loan proposals that once took two 
days to approve and a short time to transact now require 
additional documentation including appraisals, environmental 
assessment reviews and detailed cash flow analyses. Loan 
approvals take longer and numerous out of pocket costs are borne 
by the small business borrower. These may well be the same 
borrowers who have worked with us for years who now have to 
share with the bank the effect of regulation. 

(1) 
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Saall banKs ar^ liaitad in tha human and tachnological rasourcas 
available to meet regulatory requirements^ yet va ara aubjact to 
the sane requirements as the largest banks, Vfe ara f oread to uaa 
outsida aources because of lack of expertise In raading and 
intarprating ragulationa ttn<t ti»a ra&trlctlona Boilarplata 
aolutlona to complianca 1* not alvaya a good aolution, but aany 
•«all banks have fev altarnativea 

EC:OKOMtC GROWTH AKD FINANCIAL ISSTITtmoNS R£GtnATORV PAPERWORK 
REDUCTIO H ACT . QF^993 

The Bacchua/Berauter Bill containa nunaroua proviaiona which 
will help to relieve aoaa of the unnecessary burden of 
compliance i Bach regulation and policy statft;n«nt vhich haa baan 
adopted In tha paat fav yaara had its advocates with reason to 
believe that a problaa naadad correction* Each, hovevar, haa 
added another layer to the point of overwhelioing small banks. 
Nona of the provisions of this bill, considered Indivldtially, 
will solve the email banks' dilemma. Each provision does, 
however, begin to peel away at some of the layers. This bill is 
an excellent start In rethinking bank regulation and determining 
vhlch ragulationa ara affective and needed, and which ara 
duplicative, overly conplex, and even counterproductive. 

I will addraas a faw of tha apacific araaa addraaaad in H. R. 
962 and how they might affect Riverside Bank. 

Title II - Regulatory MicromanaoBiBent 

In the past two yaara, the Riverside Bank Board of Director a haa 
adopted twelve nav policies affecting lending, investment, 
management, and dapoaits. Each of these policies was implemented 
after a naw regulation or policy atatament was issued by our 
regulatory agency, tha FDIC. Several of thasa tvalve new 
policies replaced an evi sting policy but significant changes 
vara raquirad to conply with praciaa and of tan datailad 
raquiraaanta. 

Tha naw policiaa adopted ara: 

1. Real Eat ate Appraisals 

2. Brokered Oepoaits 

3. Branch Closing 

4. Interbank Liabilitiaa 

5. Prudent Raal Estata Landing Standarda 

6. Environmental Risk 

7. Loana to insiders 

8. Othar Real Estate Ownad and In-Subatanca Foracloauraa 

9. Selection of Securities Daalara 

10. Prudent Investment Stratagy 

11. Asaata Held for Sale 

12. Truth in Savinga 

(2) 
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Wtt are also anticipating the naad to davalop thraa addition 
policias in the naar futura: 

1. Large Value Funds Transfer 

2. EFT Network Service Risks 

3. Criminal Referral 

We have also, I nust admit, been permitted to allow one policy 
to lapse: Highly Leveraged Loan Transact lontt. The regulators 
apparently discovered that the policy was not needed because 
banks were monitoring their loans adequately. 

I cannot unilaterally say that these policies are unnecessary or 

lacking In any benefit to the banX, Many of them, however, have 
been adopted only to satisfy regulatory requirements and include 
sections that have no application to a bank of our size and 
market The Prudent Real Estate Lending standards policy 
includes a description of hov ve would monitor and value a 
multi-phase development project that ve would never enter into 
anyway r and the Prudent InveBtment Strategy policy addresses 
mortgage backed derivative investments that «re have never 
considered purchasing. Requiring banks to have written policies 
to guide the officers in managing deposits loans and 
investments is prudent > It Is not possible, though, to mandate 
the details of those policies in a way that will be equally 
meaningful and beneficial for banks from $25 million to several 
billion in size Many factors influence bank s management, from 
size, location and market area to its earnings history lending 
philosophy ond capital strength. Each bank must be given 
latitude to develop policies that benefit them and their own 
communities The examination process is thorough enough to allov 
the regulators the opportunity to converse with bank management 
about the adequacy of their policies and to require any needed 
changes. 

Policy mandates frequently require the bank to monitor the level 
of activity or volumes of certain transactions, such as loans 
over a certain loan-to-value ratio We are seeing a trend 
towards artificial ceilings on activities, based on aggregate 
totals with no regard for the individual transaction. He are 
particularly concerned at Riverside Bank about the affects of 
the Real Estate Lending standards. Because of our size, just a 
few sizable loans for community development projects could cause 
us to evceed the 30% of capital benchmark and cut off additional 
funds for these projects. This is a good example of a rigid 
policy requirement that does not take into consideration the 
ability of the bank s officers and directors to make 
well-considered lending decisions. 

All of the current policy requirements pale beside the 
requirements of Section 132 of PDICIA regarding standards on 
bank operating procedures. If it is difficult to prescribe 
standards for real estate lending, It will be impossible to 
develop any meaningful standards for operating procedures* Banks 
are as much different from each other as they are the same. 

(3) 
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1lhil« Z appreciate tha proposed exeaption of well-capitalized 
and vell-Banaged banKs, Z do not expect this to be a worthwhile 
effort for any group of banks. 

Inplenentation Pressure 

It has been a tine-consuming effort to keep up with the volume 
of new and amended regulations in the past few years. This has 
been especially difficult because of the unreasonably short time 
periods allowed in many cases. We rely on the FDIC to inform us 
of changes and new requirements. The FDIC*s communications 
department distributes policy statements, regulations and other 
materials to banks shortly after they are published in the 
Federal Register. I would like to describe three recent 
requirements for which we had extremely short time periods to 
comply. 

1. Policy on Selecting Seciirities Dealers and Prudent 
Znvestment Strategies 

FDIC release date 1-17-92 
Effective date 2-10-92 

2. Policy on Prudent Real Estate Lending Standards 

FDIC release date 1-12-93 
Effective date 3-19-93 

3. Regulation F, Interbank Liabilities 

FDIC release date 2-05-93 
Effective date 6-19-93 

Note that not only are these time periods for developing and 
implementing new policies and procedures very short, they may 
occur at the same time, which requires quick action on multiple 
projects at the bank. These often involve the same people at our 
bank with 14 officers. The short time frames pressure us to rush 
the policy, often without having completely discussed its 
effects or thoroughly trained our staff. A longer preparation 
time would result in better policies because of the opportunity 
to involve additional people in the discussion and the time 
allowed to explore the capabilities of our systems and 
operations . 

Title III - Unnecessary Cost. Paperwork and Regulation 

The Branch Closing requirements were newly adopted in 1992 when 
we moved one of pur three branch offices one mile down the same 
street. We were required to mail notices, post a notice, provide 
reasons to the FDIC, and wait 90 days before moving. All this 
was required for a move that was done to make us more convenient 
and accessible to most of our customers. 
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H^ny regulations which were enacted to provide consume ris with 
Informatlan vlth which to make Informfiti choices do not 
accomplish this qoal and sonetlmes are actually 
counterproductive. The worst example^ as I am sur« you have 
heard before. Is in home lending with adjustable rate mortgages. 
An applicant for such a loan is subject to at least ten separate 
disclosure provisions, each with their own mandated language and 
format and different timing requireinents* We have procedures in 
place to ensure that we comply with these ten provisions, but I 
doubt that the ultimate goal of borrower awareness and 
understanding is accoTaplished. There are other examples in 
consumer and mortgage lending of regulations which have baen 
issued at different times, and by different agencies, which do 
not work together to acconplish their objectives. 

Many banks of similar size to Riverside Bank elect not to offer 
certain kinds of credit products , particularly adjustable rate 
nortgages and home equity lirtes of credit. Because we are 
located in a large metropolitan area we cannot make that choice 
and remain competitive. We have therefore invested in computer 
software to produce the proper disclosures and other documents. 
We recently purchased a new program for homo equity lines of 
credit for $4,000 - we have a total of 166 of these loans at 
this tine. That is $24 per loan just for the disclosure 
software . 

There are numerous logical ways to streamline the application, 
and lending process that will benefit not only banks but also 
borrowers The consumers right to rescind second mortgages is 
meant to protect consumers but actually causes them 
Inconvenience, which they blame on the bank. In ny eleven years 
involved in lending I have not seen a single transaction 
rescinded and have allowed only three waivers of the right to 
rescind. 

Recent changes to RESPA expanded coverage to loans made for 
business purposes. I urge you to exempt business and 
agricultural loans from this coverage. We have already found 
that the disclosures required for compliance serve no purpose 
except compliance for its own sake. A recent business line of 
credit, for example, was guaranteed by the two business owners. 
They each secured their guarantees with mortgages on their home 
which they own free and clear. We were required under RESPA to 
provide them with early disclosures about transferring servicing 
rights and closing costs, and with a settleznent statement at 
closing which contained only two entries RESPA is a regulation 
for consumer home mortgages and has no benefits for business 
borrowers . 
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TITLE Y - QOMMUHITY REIHYESTMgHT 

The last title of the bill affects the Comnunity Reinvestnent 
Act. I understand that some of these provisions have been 
superceded by President Clinton's actions with the regulatory 
agencies, but Z want to cosBent briefly on CRA compliance. 

Riverside Bank is proud to have received Outstanding CRA ratings 
from the FDIC in both 1992 and 1993. We believe that this rating 
recognizes our active participation in community development and 
small business lending in Minneapolis. Local government and 
media have praised Riverside's willingness to go the extra mile 
to make projects work that might have languished if we only made 
"cookie cutter" type loans. These loans are not made because of 
CRA - we would have made them before 1990 or before 1977. We 
make them because we believe they are good loans. 

Our outstanding ratings might, however, be more a reflection of 
our detailed documentation and computer reports. Our twelve 
calling officers have met with 52 different groups in the last 
year and completed approximately 160 written forms to prove that 
they met. We will spend $3000 each year on computer generated 
color maps to prove that we make loans in Minneapolis. We will 
continue to spend time and other resources documenting our 
performance, lessening the time and resources available to 
actually perform. Any relief from these paperwork burdens will 
enable us to dedicate these resources as they should be. 

CQMCLPSIQH 

Mr. Chairman, as a compliance professional I will continue to 
develop policies and procedures and train our staff to comply 
with whatever regulations are implemented that affect our 
banking activities. At the front lines, however, we know that 
many of these regulations could be modified to lessen the burden 
while still achieving, or even iiqproving upon, the ultimate goal 
of consumer protections and bank safety and soundness. Z 
appreciate the invitation to appear today and share my 
experiences as they relate to the proposed legislation. Thank 
you. 
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Mr. Chdrmn, I an Stqihen Kise, General OomMl and Complianoe Oflioer for Bank 
of StimeoB B^f, a Wisoon^ tfale dMutefed neniber bank of the Fedeial ReMve Syiten. 
Baidc of Stnteoo Bay b a 1(X) year old community bank of dightly 0¥er $200 1^^ 
tocaled in Stnteoo Bay, Wisooosin. StuffeonBayisacityof lO.OOOoenlefedinanifaloounty 
of about 2S.000 northeast of Green Bay. 

I have been hi the banking profetsion for the past thirteen years, all of thoae with my 
preaent bank. Tliough I carry out a variety of duties induduig that of compliance, 1 have 
watched that particular aspect of my job grow monumentally during that time. In my capacity 
as the bank's Compliance Officer, I am tasked with responsibility for education, training, and 
inqtonentation fbr federal and state banking regulation u well u numerous additional non- 
banking regulations which affect our operation and activities. 

I am honored to appea r before this subcommittee today to present testimony in support 
of the Economic Growtfi and Financial Institutions Regulatory Paperwork Reduction Act OI-R- 
962). I do so with the distinct perqwctive of the rund small town community bank. It is a 
p ers p ec ti ve of which I am proud and one which I hope merits your attention in considering the 
impact of this legislation on the future of banking in America. 

STATEMENT OF PURPOSE. 

As a nation, we have fostered a proud tradition of protection for those who cannot protect 
Aemaelves. Laws are established to direct our behavior and guide our activities. Banking 
regulation, at its best, adheres to this concqM. It maintains the safety and soundness of financial 
institutions. It provides a levd playing field fbr the consumer, ensuring fair and equal access 
to banking services. Most importantly, its continuing presence p ro m ote s community and 
national values. 

It can be argued that eveiy kw, eveiy regulation has a valid purpose. Each new 
regulation is introduced to correct some inequity or "right a wrong". However, the effisct of 
such laws and regulations is sometimes not anticipated. The cost of regulation may simply 
exceed the economic benefit of compliance. In that event, the kmg term effect of regulation may 
work against the people it was hitended to protect. 

In the Sturgeon Bay community, the expressions of concern about banking regulation take 
on a different meaning. My bank supports regulatory supervision u a necessary part of banking 
activity. It does not dispute the need for sound operation and consumer protection. We do our 
best to support our customera and our community. 

However, we do not experience complaints about our com|diance efforts. Instead, we 
hear objections about excessive interference from government regulation. These objections 
result from the volume and incomprehensibility of disctosure documents. Therefore, much of 
what is required to do to protect the public and protect us firom ourselves, so to speak, ^jpears 
unnece ssa ry. That is where we become concerned about "regulatory burden." 

1 
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We question the value of these so-called "protective" laws when the only apparent result 
is increased costs for documentation and disclosure. Such laws have placed burdens on banks 
not equally I4>plied to its competitors. They have affected the ability of financial institutions to 
compete and encouraged a massive shift of assets away from the financial industry to other less 
regulated avenues of investment. 

From our point of view, "regulatory burden" can be defined by the following: it requires 
costly records and statistics to prove compliance; it concentrates on the "letter" of the law and 
ignores the "spirit"; and it imposes penalties without room for innocent mistake or personal 
judgment by the examiners. 

REGULATORY COSTS. 

Bank of Sturgeon Bay has always attempted to provide the widest possible range of credit 
and dq)psit products. However, as the direct result of increasing regulatory pressure, we have 
been forced to limit products and services which might otherwise have been available to our 
customns. Most prominently, we do not offer adjustable rate mortgages due to the complicated 
disclosure requirements of Truth in Lending. 

These decisions were ultimately made based upon regulatory rather than economic 
considerations. As an unsophisticated community bank, it was simpler to limit our services than 
to deal with the cost of expanded regulatory compliance. In the end, every product we offer 
carries a compliance cost and those costs must be included in each product we make available 
to our customers. 

To demonstrate the financial impact, I have attached a limited regulatory cost survey of 
six prominent regulations and our compliance management program. The costs incurred relate 
soldy to compliance activity, not to issues of safety and soundness. While there are numerous 
other regulations of lesser impact, these are rq>resentative to show part of the high cost of 
compliance. 

We carry a heavy cost to demonstrate compliance with these regulations. The end result 
is increased time, expanded documentation, and higher cost of services. Even as every business 
must absorb and deal with the cost of its services, those costs must be shared. They inevitably 
result in reduced profits and increased costs to the consumer. 

DISCUSSION. 

Given the limitations of time, I cannot begin to address all of the aspects of this 
legislation. In addition, my expertise is certainly not sufficient to advise this subcommittee on 
many of the detailed technical aspects involved. I will not expound on generalities or recite 
industry Acts and figures. My voice will not sway your opinion on those matters. However, 
detailed testimony about the direct real life impact of this bill is worthwhile. Each of the 
sections of this bill rqnesents a concern of one or more segments of our banking community. 
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Rather, I believe it will be productive to focus on several sections of particular 
importance to our bank and perhq>s to other banks in similar circumstances. Hopefully, others 
will fill in the gaps and in the end, you will have a comprehensive range of testimony from 
which to make your decisions. 

You are no doubt aware that there are different aspects of "regulatory burden". First, 
certain regulations are iqipropriate to some situations, but not to others. A great portion of 
FDICIA burdens M into this category. Motivated by concerns about troubled banks, rules were 
wpphed equally to all banks. Second, there is duplication of disclosure requirements. By 
example, it has been suggested that the RESPA rules cross lines of disclosure with Truth in 
Lendirig. Third, there is regulatory overkill, situations in which the degree of regulation for 
exceeds the need. Much of the concern exi»essed about CRA is not the motivation to meet 
community credit needs, but the massive record keeping to "demonstrate" compliance. 

The proposals I will discuss touch on all three of these issues. They are ones which, if 
incorporated into law, would have the most beneficial effect on my bank and my job. They 
range from authorial^ studies and reports for further consideration down to immediate and 
significant relief in the day to day funoioning of banking compliance. In every case they will 
save hours and dollars for my bank, yet in no case will they affect the safety and soundness of 
my institution or increase any risk to our customers. 

SEC 122. CIJI^ABIUTY STANDARDS FOR OIJTSIDE DIRECTORS. [Page 13] 

FDIC amended to modify potential liability against outside directors, 
changing their classification concenUng Imposition of monetary penalties. 

The thorny issue of management responsibility must be sspproachod with great care. It 
strikes at the very heart of many perceived problems addressed by FIRREA and FDICIA 
legislation. Yet at the same time, the standards by which directors are held accountable must 
bear a reasonable relationship to their degree of involvement The proposed amendment 
addresses the recognized difference between the "outside" and "inside" director. 

The "inside" director becomes a part of the functioning management team. However, 
the "outside" director is often chosen for other reasons. Their skills and judgments are needed 
for balance, perspective, and objective guidance of the bank's activities. 

In the context of the rural community bank, we face a difficult challenge identifying 
women and men who can contribute and are willing to serve. The expectation of a sophisticated 
and txpaimcod board of directors, all fiiUy knowledgeable about the operation of modem 
banking, is unrealistic. While some directors may become involved in inside management, 
others do not. Their participation is based on recognition of the need for community 
involvement. Thus, the very goals served under regulations such as CRA and ECOA potentially 
place directors at high risk for their willingness to serve. 
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We oofisider Section 122 to be highly supportive of oommunity involvement without 
radndng the level of responsibility assessed upon those who willingly enter into the hmer dide 
of bank management and control. 

SEC 201. REGULATORY STANDARDS. [Page 22] 

FDIC (fDICIA of 1991) amended to provide an cxcmptfon from prescribed 
operating standards for properly managed banks (CAMEL 1 or 2). 

SEC 202. PAPERWORK REDUCTION REVIEW. [Page 24] 

Regulatory agencies to report on "unnecessary Internal written policies" for 
purposes of elimination dT such requfanements. 

Among the fundamental purposes of FDICI A was the protection of financial institutions 
against fulure through improper management. Among other things, great attention was directed 
toward practices and policies to direct troubled institutions toward recovery. One unfortunate 
consequence of this Act was that those institutions which were not troubled, which were well 
managed have been burdened with the massive rewriting of internal policies and procedures. 
It was not that these institutions didn't properiy deal with the issues addressed by the Act, only 
that they did not deal with them in the manner now required by law. 

It makes sense to apply corrective action to those institutions which need it, but this 
amendment recognizes that those institutions already doing their job well do not need the 
increased regulatory scrutiny and interference created by mandatory structured policies set forth 
under FDICIA operating standards. 

The focus of corrective action should be on troubled institutions. If the patient is 
examined and found healthy, what's the sense of prescribing expensive and unpleasant medicine? 
These amendments appcu to recognize that premise. They will not reduce the attention directed 
to institutions that need it, but relieve some of the burden now imposed on those that don't. 

SEC 301. ANNUAL EXAMINATIONS. [Page 25] 

FDIC (FDICIA of 1991) amended: For bank of less than $250 Miilton, weU 
capitalized, well managed banks in compliance with federal regulations may 
be examined every 2 years. In addition, applicable state examinations may 
satisfy federal examination requhrements. Rule may be extended to holding 
companies within scope of principal bank examination. 

In considering the impact of government regulation, the examination process creates a 
significant disruption of banking operations. Among the most desirable elements of this 
legislation is the recognition of sound oommunity l>anks with respect to the burden of regulatory 
examination. 
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Mytenkistheiotesuliiidiaryofttanklioldiiigocmip^ We must be prepiied Ibr 
CMunination of the holding company as well as multiple examinations of our subsidiary bank by 
both stale and fedeial v^uhtfon for safety & soundness and regulatory oomplianoe^ This has 
resulted in as many as four distinct examinations within a single year. 

There is duplication of effort, at least between stale and federal r^ulators. Though the 
ooodition of the bank remains essentially unchanged during that short period of time, r^ulators 
are required to sqnrately evaluate essentially the same fundamental oonoenis. 

The proposal suggests that where a bank demonstrates adequate performance under 
fiedend safety and soundness guidelines, then the examination requirements can be adjusted 
accordingly. The cost savings is obvious, both to the bank and the regulatory agency. Of even 
greater importance is that critical resources can be more effectively directed toward scrutiny of 
those institutions which do not satisfy regulatory standards. 

At a time when there are almost insurmountable demands upon the resources of 
government, r^ulators can rely on the proved performance of successful financial institutions 
and focus attention where it is needed most. 

SEC 307. BANK SECRECY ACT AMENDMENTS. [Page 37] 

31 use amended: lotroduction of annual report of written nilings* reduction 
of "Cash Log" requfanements for transactions by Identified customers, shifted 
burden to customer for filing of CTR, and Inflation acUustment for CTR 
fiUngi 



Among the most significant improvements proposed in this bill are the changes to Bank 
Secrecy Act record keeping requirements. I can assure you that our bank takes its 
responsibilities under this act very seriously. However, these records are highly detailed and 
thoe are serious penalties fior error. Fear of making a mistake and greater fiear of the possible 
consequences sometimes actually overshadow the underlying regulatory purpose. 

Identification procedures remain in place. One change simply reduces the unnecessary 
recording of non-reportable transactions by identified bank customen, a second allows, fior minor 
adjustments to match inflation. The third transfers responsibility for cash transaction reporting 
from the bank to the customer. Reporting and identiflcation requirements remain intact. 

I understand you have heard testinKxiy against this proposal. 1 would only ofTer that 
nothing in the act lessens the accuracy of the information to be gathered, nothing reduces the 
transactions to be rqwrted. The amendment merely recognizes that the customer is the one who 
best knows the information and places responsibility for accurate reporting properly on the one 
who t)enefits instead of on the innocent employee who merely accepts the transaction. 
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SEC 401. STREAMLINED LENDING FOR CONSUMER BENEFIT. [Page 49] 

Federal Reserve System report concemiiig ways to streamline consumer 
lending, implement simplifications and report on recommendations for 
legislative changes. 

I need not spend much time endorsing this proposal. Albeit there is an obligation 
imposed on our regulators, but I believe it is one which will lead to benefits for all concerned. 
If there is one universal comment we have heard increasingly over recent years, it is this. "The 
sheer waste of time, money, and resources expended on undesired consumer disclosure is an 
outrage!" 

While not questioning the sincerity of consumer advocates who speak for more stringent 
and expansive rules, I wonder at the opinion of many thousands of banldng customers who 
continue to be frustrated, confused, and downright angry about the morass of paperworic they 
must wade through. I must state anecdotally that not once in my thirteen years in compliance 
has a consumer ever expressed satisfaction or appreciation at the hoops they must jump through 
or the disclosures they must try to understand. 

SEC 406. ELIMINATION OF DISCLOSURES FOR EQUITY LOANS. [Page 52] 

RESPA amended to provide that in the case of Home Equity Loans, existing 
TIL disclosure would satisfy requirements. 

SEC 442. EXEMPTION OF BUSINESS LOANS. [Page 58] 

RESPA amended to provide exemption from disclosure for business, 
commercial, or agricultural and refinancings Involving 25 acres or more. 

I have identified these two proposals as representative of the very worst problems our 
bank feces with the new improved RESPA. Not even a year ago, RESPA was one of the 
simplest and well followed regulations in our lending area. It made sense, it was well 
intentioned, and our lenders believed in its value. Yet we now face a situation in which the 
important, but narrow problems addressed in the changes has been completely obscured by the 
massive overkill which resulted. 

The first amendment jvould recognize that the extensive Truth in Lending disclosure for 
Home Equity Loans lias dont its job. Existing TIL disclosures more than adequately advise the 
consumer of important loan information. RESPA now requires duplication of much of that 
disclosure over again merely in different format. Similarly, as to the second proposal, consider 
how remote from its original intention that RESPA requires disclosure to a business on a 
commercial loan merely if it happens to offer residential property as collateral. These changes 
only attempt to redirect RESPA toward its original purpose: to ensure that real people get real 
disclosure information when putting their homes at risk. 
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SEC 501. COMMUMTY IUEI^fVESTMENT ACT AMENDMENTS. [Page 59] 

CRA amended: Safe Harbor protection for "outstanding* rating regarding 
appDcatioBS, credit for "incentive" lending* tlie recognition of "special 
purpose" banks, and acceptance of equivalent state examinations for CRA 



Among the most controversial element of the recent regulatory activity has lieen the 
implemeniation of new CRA guidelines. Perhaps more than any other regulation, the 
Community Reinvestment Act can be said to epitomize the debate about regulatory burden. 

I am a strong supporter of CRA and I believe we can all agree that community 
reinvestment is a good idea. In a sense, it goes to the very heart of community banking, 
reinforcing the partnership between the bank and the community it serves. On its face, the mere 
6 pages of the CRA regulation does not seem burdensome. The examination process asks banlcs 
to show what they do, not do more than they should. 

However, the implementation of examination standards have created a regulatory 
nightmare. Financial institutions are buried in a morass of useless paper, regulatory agencies 
struggle with problems of enforcement, and consumer advocates assert that the Act has foiled 
to do its job. 

The amendment proposes to reduce paperwork, establish a "safe harbor" for institutions 
rated Outstanding, give credit for special lending initiatives, clarify the responsibilities of q)ecial 
purpose banks, and eliminate redundant examinations. They should not raise concerns about 
CRA effectiveness. They would reward banks that fulfill their responsibilities, provide clearer 
guidelines fior identifying valid CRA initiatives, and reduce the duplication of effort in states 
recognized as having equivalent laws for community reinvestment. 

These are not bad things. The amendments do not suggest a reduction of effort They 
do not undermine the essential purposes of the Act. Rather, they provide clearer direction to 
banks seeking to comply with the law and such measures should be encouraged. 

CONCLUSION. 

I agree that laws should t>e adopted to correct problems in our industry. I also agree that 
these laws should not t>e tinkered with in a cavalier nuuiner. However, the proposals before you 
in this bill meet both tests. The problem of regulatory burden is as real to us as you could 
possibly imagine and we need your help. 

At the same time, these amendments alleviate burdens for the well run, successful bank 
without lessening the safety and soundness protections which underlay our regulatory system. 
I hope that the impact of a "Reduction Act" will t>e focused on clearly defined and obtainable 
objectives. The best objectives are those which let us operate freely to serve our communities. 
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Reduce the dollar cost of oomplianoe activity. 

Reduce the complexity of technical requirements and the time necessary 

tot compliance. 

Reduce automatic penalties and let the examiners identify pn4>lems and 

determine the solution. 

Expand opportunities for lending activity, incentives, remove disincentives. 

I have attempted during this time to advise you of various nspocti of H.R. 962 whkk 
would have a positive impact on my own bank's activities. However, I think it wppmpnit to 
leave you with a brief priority list of initiatives considered most beneficial. 

Section 301 • Annual Examination. The out of pocket costs of prepnriqg for 
and going through regufaitory examinations are substantial. Based opon 
strong performance and a satisfactory compliance record, liiiniltuieoiis 
annual state and federal exams directed toward the same purpose would be 
eliminated. The cost savings, both for banks and regufaitory agencies wouM 
be substantfail. The savhigs could be properly channeled toward those 
institutions most In need of supervision and examination. 

Sections 210 and 202 - Exemption fhwi prescribed standards and specific 
written policies. Although defined operathig standards and written policies 
are essential, these two amendments would give recognition to banks that 
already have appropriate standards and policies In pfane. We would tMoeflt 
substantially by contlnuhig to utilize successftil existing policies and 
procedures and avoid "relnventhig the wheel" sfanply to meet regufaitoiy 
specifications. 



Sections 406 and 442 - RESPA Amendments. These two amendments wouM 
go far In reasserthig the original principles of RESPA protectfaig the family 
home. For our bank, these changes would reduce ahnost by half the 
unnecessary RESPA disclosure to those who either are not pledging their 
homes or who are abvady receiving extensive disclosure and rescission rights 
under Truth In Lending. 

Section 501 - CRA amendments. CRA Is a critical weapon In the struggle to 
combat discrindnatory lending practices and direct financial resources Into 
local communities. However, we must allow the system to work. The 
amendment would sfanpUfy the ability of banks to meet CRA expectations. 
When financial Institutions demonstrate pro-active CRA support with a rathig 
of "Outstanding", this amendment would credit that effort, reduce thefar cost 
of compUance, and dfavct critical resources toward Institutions that do not 
meet community reinvestment responsibilities. 
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CONCLUSION. 

Congress fiioes a monumental task in overseeing the welfare of the oountiy. The 
importance and conq>lexity of the issues are staggering. This bill may easily be overshadowed 
by pnhltaa of far greater significance. However, in your deliberations, I urge you to recognize 
their i mpo rt an ce to the banking industry and to banks like mine. 

Banking regulation must benefit banking if it is to ultimately benefit the community. Fair 
r^ulations guide the banking profession and protect the people. Unfiur and burdensome 
regulations offer no guidance and protect noone. The impact of excessive regulation is to punish 
the customer through higher costs and reduced availability of banking services. 

It is no longer a question of dcnng our job, but of feeing ever increasing difficulty in 
demonstrating that we are doing it right. Every new increase in r^ulatory obligations increases 
the complexity and cost of banking activity. No single piece of legislation makes or breaks the 
system, but at some point, the small community bank will no longer t>e able to cope. 

Many have already decided it is easier to sell out, passing the burden on to regional or 
national banks better able to meet the awesome task of r^ulatory compliance. When that 
happtia, we must question whether the consumer is better off without access to a locally owned 
and locally dedicated financial institution! 

Give careful consideration to the impact of r^ulatory burden on the community bank; 
small indqiendent banks like mine which have existed fbr decades providing essential financial 
services to millions of people in this nation. For us, serving the community is a way of life. 
We live and work alongside our customers every day. We are fiur and open in our dealings. 
We do our very best to help our community. In the end, their success is our success. 

In dosing, I sincerely commend the authors and collaborators on this bill for recognizing 
numerous opportunities to improve banking regulation. It offers you the chance to recognize 
the cflbrt and value of community banks. Seize this opportunity to support healthy and 
economically sound local financial institutions. Help us to meet local credit needs and make 
banking services more affordable to the consumer. 
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Statement of Stephen A. Kase 

Exhibit "A" Sq>teniber 23, 1993 

REGULATORY COST SURVEY 

This analysis addresses the costs of regulatory compliance. Information presented in this 
analysis is not submitted with fundamental objection to the purposes or goals of legitimate 
banking regulation. Rather, it is intended as a basic cost estimate, primarily directed toward 
enlightening the reader about the significant cost of performance of regulatory activities. 

The survey was accomplished through basic calculations supported by wage and salary 
averages, cost of supplies and training, and conservative estimates of hours involved in 
compliance activity. It incorporates statistical information about selected major regulations not 
addressing the safety and soundness of banking activity and offers reliable quantitative data 
relating to the costs and time attributable to regulatory compliance. 

It should be noted that this institutions remains subject to numerous other laws and 
regulations of varying impact and burden such as the Americans with Disabilities Act (ADA), 
Equal Employment Opportunity Commission (EEOC) regulations, the Fair Debt Collection Act 
(FDCA), the Fair Credit Reporting Act (FCRA), the Right to Financial Privacy Act (RFPA), 
Occupational Safety Hazards Act (OSHA) and other federal and state laws and regulations 
affecting the cost of bank operations and services. However, with regard to examining the 
burden of governmental regulation of banking, it is suggested that the regulations and laws 
reviewed in this analysis identify a recognizable point of departure for corrective action. 



I. BACKGROUND. 

The regulations selected for evaluation, although significant in impact and familiar to the 
public, do not deal with matters ensuring the safety and soundness of bank operation. Most, 
although not all, are generally considered to be "Consumer" r^ulations. The others reflect the 
increasing demands of government to assist in the recdrd keeping process related to taxation and 
crime. 

Regulations were evaluated for direct costs (regulatory activity) and indirect costs 
(documentation, training, and verification). Only regulatory functions were counted 
(ie. documentation was divided between preparation regulatory disclosure vs. standard loan notes 
and security agreements). Similarly, employee hours were calculated solely upon the compliance 
activity involved exclude non-regulatory banking functions. Hard costs, including forms and 
reports were charged only when dedicated to compliance activity. Calculations were based upon 
documentation of transactions and accounts. Cost formulas multiplied estimates of employee 
time per transaction by number of transactions involved. Transaction estimates are based on 
1993 banking activity. 

The total cost incurred for compliance with the six regulations and the compliance 
management program is $212,777 in wages and hard costs. 
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R^ulatory Cost Survey 
September 23, 1993 
Page 2 

n. COST AREAS FOR CALCULATION OF REGULATORY BURDEN. 

A. JOB PERFORMANCE. Brief description of the functions required under the 
regulation and time expended on an annual basis. 

B. DOCUMENTATION & RECORD KEEPING. Specific records and recording 
activities involved in documenting regulatory compliance. 

C. FORMS, NOTICES, AND DISCLOSURES. Written documents expressly 
required by regulations which must be produced and delivered under compliance requirements. 

D. REVIEW, AUDIT & ACCOUNTING. Activities involved in the verification of 
accurate and complete regulatory performance. 

E. MANAGEMENT REVIEW AND SUPERVISION. Activities involved in 
managerial organization, implementation, and oversight of the bank's regulatory compliance 
program. 

1. PROGRAM SUPERVISION. Specific activities of persons delegated 
req;)onsibility for directing the compliance program. 

2. MANAGEMENT COMMITTEES. Management level review of regulatory 
compliance matters and performance. 

3. DIRECTOR COMMITTEES. Upper management and board of directors level 
review of regulatory comph'ance matters and performance. 

F. EDUCATION & TRAINING. General activities related to preparing employees 
to understand regulatory requirements and perform compliance activities. 

1. EDUCATION. Outside schooling on regulatory and compliance matters. 

2. RESOURCE MATERIALS. Outside publications purchased to augment 
internal resources for compliance activities. 

3. EMPLOYEE HOURS. Time committed by employees to outside seminars 
and internal training sessions. 

G. COMPUANCE EXAMINATIONS. Costs incurred by the bank imposed by the 
n^ulatory system to verify bank performance in regulatory areas reviewed in this analysis. The 
cost is identified in employee hours expended in preparation for and assistance during the 
compliance examination. 
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60 


9.45 


$567 




CURRENCY TRANS VERIRCATION 


6 


12 


72 


9.45 


$6t0 




EXEMPTION UST VERIFICATION 


40 


4 


160 


9.32 


$1,491 




INTERNAL AUDIT 




24 


4 


96 


9.32 


$S95 
































2.767 




$24,350 
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TnU: iDePOSTTAOOOUNTWrniHOLDINO | 


A. JOt PEKPQRMANC8 | 


TIME 


TRANS 


HRS 


WAGE 






NBWACCTDiSCLOSURE 


0.1 


5520 


SS2 


11.06 


16.105 




WITHHOtDINO NukiriCATIONS 


0.3 


150 


45 


».»7 


$449 




nS LEVY PROCESSmO 


0.6 


120 


72 


9.45 


S6I0 


1 


B. DOCUMENTAHOKARECCJItDKEEnNO 


HOURS 


MONTHS 












3 


12 


36 


9.45 


$340 




ANNUAL REPORHNO 




CO 


1 


60 


56 


$3,360 




nS LEVY REromNo 




9 


12 


lOi 


9.45 


$1,021 




C FOKlfS. NOnCES. AND DISCLOSURES | MUCE | NUMBER | | NOCOST 




D. REVIEW AND AUDTT 




HOURS 


MONTHS 








1 INTERNAL AUDIT 




30 


2 


60 


9.32 


$559 


TOTAL 


•33 




$12,514 
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TITLE: 


COMPLIANCE MANAGEMENT | 
































HRS 


WAGE 


DOLLA 
RS 




















B. MANAOBMENT REVIEW A SUPERVISION 


HOURS 


MONTHS 








1 
















1. PROGRAM SUPERVISION 














COMPLIANCE MANAGEMENT 


60 


12 


720 


4S 


$32,400 




SYSTEM DOCUMENTATION 
















PILE MAINTENANCE 


4 


12 


48 


4S 


$2,160 






MEMORANDA 


4 


12 


48 


45 


$2,160 




COMPLIANCE REPORTS 
















DIRECTORS 


1 


12 


12 


4S 


$540 






MANAGEMENT 


2 


12 


24 


4S 


$1,080 




STAFF TRAINING 
















COMPLIANCE STAFF 


8 


12 


96 


9.45 


$907 






AUDIT STAFF 


4 


12 


48 


9.32 


$447 




















2. MANAGEMENT REVIEW 














OFHCER LOAN COMMITTEE 


6 


12 


72 


25 


$1,800 




COMPUANCE COMMITTEE 


10 


12 


120 


45 


$5,400 




















3. DIRECTOR COMMnTEE REVIEW 














AUDIT & LEGAL COMMITTEE 


8 


12 


96 


37.5 


$3,600 




EXECUTIVE COMMITTEE 


4 


4 


16 


37.5 


$600 




BD OF DIRECTORS 


IS 


4 


60 


55 


$3,300 




















F. EDUCATION & TRAINING 






























1. ANNUAL SEMINARS AND EDUCATION 














COMPUANCE DEPARTMENT 










$3,000 




OPERATIONAL DEPARTMENTS 










$3,000 
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$7,500 


1 1 1 














HOURS 


SESSIONS 


TOTAL 


WAGES 








MANAGEMT 




20 




10 


55 


$4,400 






NEW HIRES 




10 


12 


120 


6.40 


$768 






REGB 




10 




40 


9.17 


$367 






REGZ 




35 




70 


9.17 


$642 






REGBB 




40 




80 


8.50 


$680 






REGDD 




30 




120 


10.44 


$1,253 






RESPA 




20 




40 


9.42 


$377 






BSA 




36 




108 


9.17 


$990 






IRS 




30 


1 


30 


9.17 


$275 




COMPLIANCE OmCER HOURS 


1.5 


34 


51 


45 


$2,295 






1 












G. REGULATORY COMPLIANCE EXAMINATIONS 














PR&EXAM PREPARATION 
















MANAGEMENT PREP 


50 


1 


50 


56 


$2,800 






BANK STAFF 


200 


I 


200 


9.17 


$1,834 




EXAMINATION ASSISTANCE 
















MANAGEMENT 


30 


I 


30 


56 


$1,680 






BANK STAFF 


100 


1 


100 


9.17 


$917 
































2.479 




$87,172 



Digitized by VjOOQ IC 



74 



STATEMBIIT OF 
DZAim M. LOPBS 

RBOMDZMO 

H.R. 962 

BBFORB TRB 

U.S. H0U8B OF RBPRB8B1ITATZVB8 

BUBCOMMITTBB ON FZNMfCZAL ZM8TZTUTZ0M8 

8UPBRVZ8Z0M, RBOULATZOM AMD DBP08ZT 

ZMBURANCB OF THB 

COMNZTTBB ON BAMXZMO, FZMMfCB Ain> 

URBAN AFFAZR8 

8BPTBMBBR 23, 1993 



Digitized by VjOOQ IC 



75 



Mr. Chairman and Na»b«ra of tha Conaittaa, my nama ia Dianna 
Lopaz. I am senior Vice President and Regional CoTopl lance 
Managar of First Interstate Bank of Texas N.A. in Houston, 
Taxaa. First Interstate Bank of Texas has 93 branches 
locatad throughout tha atata of Texas and has total assets 
of $5 billion. We ara an affiliata of First interstate 
Bancorp, a bank holding company owning 17 banks located in 
13 states. First Interstate Bancorp Is the 13th largest 
banking organization in the United States with total 
consolidated assets of $49 5 billion as of June 30, 1993. I 
an pleased to be here to testify on behalf of Firat 
Interstate and am taatifying in favor of H.R. 962. 

My teatimony will focua on Titlea II, IV, and V, ainca thaaa 
aectiona will affect the regulationa I work with on a daily 
baaia. 

Title II 

Section 132 of the Federal Deposit Insurance Corporation 
Improvement Act (FDICIA) requires the bank regulatory 
agenciaa to set standards for Internal controls and numerous 
other areaa of a bank's day to day operations which affect 
aaaet quality. This micro-management by the regulatory 
agencies is required by FDICIA regardless of a bank's 
capital level or overall supervisory rating. 

Thame stringent atandarda will strengthen the regulatory 
hold that haa already been imposed by the aavinga and loan 
bail out bill, FIRREA, and could result in banka making 
fever loans to new small businesses for fear of violating 
these rigoroua controla on aaaet quality. 

These controla should not apply to institutions that are 
adequately capitalized with a CAMEL rating of 1 or 2. 

Title IV 

Currently the Truth in Lending Act requirea an incredible 
amount of diacloaure both at the time of application and 
upon each adjustment to tha Interest rate I have brought 

samples of these disclosures for your review today. The 
disclosures are so onerous that this bank has not been able 
to operationally comply with the requirements since our 
conversion to a national bank charter in 1968 and therefore 
did not offer this product to our customers until March of 
this year The ARM disclosures are so voluminous that thay 
may in fact be confusing to the borrower This bill would 
permit landera to disclose either a history of the index to 
which the loan will be tied or a statement that the monthly 
payment may subatantially increaaa or decrease over tha life 
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of the loan. The cap nandated by the Truth in Lending Act 
would still be applicable, and of course, would be disclosed 
to the borrower thus preventing a borrower from unknowingly 
entering into an adjustable rate mortgage that may 
eventually become unaf fordable^ 

With respect to the Real Estate Settlement Procedures Act, 

this bill proposes to clarify that the Truth in Lending 
disclosures currently being provided to borrowers engaging 
in home equity and home iitiprovetnent loans are not required 
to be duplicated by providing thein again in the standard 
settlement form. This will not only ease the cost of 
compliance for these types of loans but will cause less 
confusion for the borrower. 

Currently, under the Electronic Fund Transfer Act, a 
consumer s liability for unauthorized transfers is limited 
to $50 if the unauthorized transfers are reported within two 
days of discovery This bill proposes to increase that 
limit to $500 only in cases where the consuiQer had written 
the personal identification number on the access card or if 
the consumer had stored the identification number with the 
access device. Keep in mind that unauthorized use of an 
access card is totally different from unauthorized use of a 
credit card. A credit card may be stolen and used by 
anyone, therefore the $50 limit of liability makes good 
sense as long as the credit card Issuer is promptly notified 
by the consumer that the card has been stolen. However if 
an access device is stolen it is a worthless piece of 
plastic unless the thief also has the identification number 
or word. Why should banks foot the bill for this kind of 
irresponsibility or negligence? It results in losses cind 
subsequently higher fees for everyone, not just those who 
were negligent. 

The bill also proposes to impose financial responsibility on 
consumers who do not report unauthorized use of credit cards 
within 60 days of receiving the statement upon which the 
unauthorized charges appeared This is particularly 
reasonable in its time request of 60 days and in the fact 
that the bill specifies that if the consumer is hospitalized 
or traveling the 60 day notification requirement does not 
apply. Again, why should the creditor be liable for a 
consumer s failure to report unauthorized charges? Prompt 
reporting of the stolen card enables the creditor to freeze 
usage of the card. 

Section 432 of the Bill addresses Homeowner ship Debt 
Counseling Notification. Existing law requires lenders to 
notify delinquent borrowers vitbiB 45 days after the iBitii*- 
loan default that homeowner credit counseling programs are 
available. The proposed amendment would clarify a current 
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ambiguity by confirming that failure to timely give the 
notice would not adversely affect foreclosure proceedings 
under state lav. This clarification is highly desirable for 
several reasons. 

Lenders rarely consider a late payment to be a serious 
default until it is over 30 days past due. This leaves 
little time for the lender to contact the borrower, 
detemine the cause for the nonpayment, and obtain payment 
within the time frame allowed. In most cases, the missed 
payment was an oversight, was lost in the mail^ was a result 
of the payment check being returned for insufficient funds 
(often to the surprise and embarrassment of the borrower) 
or was due to some other reason not evidencing an inability 
or unwillingness to pay. Regardless, in order to meet the 
45 day deadline, the lender is required to send a notice to 
each delinquent borrower which, in effect reminds the 
customer of the loan default and urges him/her to consider 
homeowner ship credit counseling. (What an embarrassment 
This letter is accurately perceived by the customer as the 
first step in the lender *s collection process To require 
the lender to prematurely initiate its collection process at 
this early stage is inefficient, upsetting to the borrower, 
and damaging to the good will the lender works so hard to 
develop with it customers. This certainly is not the 
intention of the law. 

Other reasons for not meeting the 45 day deadline include 
(i) difficulty in negotiating the terms for and scheduling 
the closing of a loan renewal upon the maturity of a home 
itnprovement loan or other short term home loan and (ii) a 
bad check given late by a customer in response to a call 
from the lender which is given to the lender prior to the 45 
day deadline but not (returned due to insufficient funds) 
until after the 45 day deadline. 

Other less common but equally compelling **excuses** for 
missing the 45 day deadline are experienced by lenders in 
the ordinary course of business despite their following 
prudent banking practices To allow a subsequent 
foreclosure action to be attacked and found void because of 
noncompliance with the 45 day notification rule would be 
unfair and unnecessarily damaging to home lenders and, 
ultimately more costly to home borrowers. 

Currently the Real Estate Settlement Procedures Act (RESPA) 
requires banks to provide a disclosure of the percentage of 
loans for which servicing has been transferred This 
disclosure must reflect the actual percentage of transferred 
loans for each of the last 3 years. Therefore, each year, 
the form must be destroyed, reprinted with the latest year's 
percentage and distributed out to our 93 offices statewide. 
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Why not simply require ue to discloee to borrowers the fact 
that the eervicing of their loan may be transferrea and that 
they will be promptly notified by ue at the time of the 
transfer before the payment is due to the new servicer? 
This would serve the same purpose but would be far more 
efficient. 

Next, the bill exempts business and agricultural loans from 
coverage under RESPA. This would save this bank thousands 
of dollars a year. Commercial borrowers are more 
sophisticated than consuroers borrowers and closing costs 
associated with loans for business purposes are not a 
surprise to the borrower. The business purpose borrower 
knows that loans secured by dwellings will Involve 
attorney's fees for documentation preparation, appraisals, 
mortgage insurance, etc. and do not need the preliminary 
disclosures required by RESPA. 

Title V: 

This title deals with the Conununity Reinvestment Act (CRA) . 
The first change to be Imposed by this bill would be to 
reduce the paperwork compliance burdens of CRA. Currently 
the CRA requires the ascertainment of community credit 
needs. To receive a satisfactory or better rating, this 
process must be "continuous" and "ongoing" It has been our 
experience that community credit needs are mostly static and 
the time and expense Invested to demonstrate our good faith 
effort at compliance yields little or no new information. 
It should be acceptable for a bank to have a comprehensive 
process in place for periodically assessing community credit 
needs in its delineated communities, such as once every 1 - 
2 years. Thus saving time and expense which could be 
devoted towards more results-oriented activities. 

Another paperwork burden of the CRA relates to the constant 

documentation of our efforts to increase loan penetration in 
our delineated communities, particularly in low and moderate 
Income areas If the numbers of applications received by a 
bank from low and moderate income persons is not great 
enough, the bank will surely be criticized and may even be 
given a less than satisfactory rating, thus freezing all 
growth until the next exam. In an innovative strategy 
intended to Increase lending to low and moderate income 
minority neighborhoods. First interstate Bank of Texas 
piloted a pre-approved loan offer during 1992 which was 
repeated in 199 3. as you know, pre-approved loan or credit 
offers are frequently used by banks to reach more affluent 
prospects, especially in the area of credit cards. We 
believe that First Interstate may be the first to use the 
strategy to reach persons below the median income level. 
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Our strategy- called for selecting low and moderate income 
census tracts which were predominately minority then using 
a demographics consultant to determine which tract residents 
vere homeowners. Next, that comprehensive listing was 
processed by the credit bureau using a moderately strict 
screening criteria. Of the 4,74 5 niinorlty neighborhood 
homeowners screened in our first effort, 1,142 were eligible 
to receive a pre*approved offer of a $1,500 unsecured home 
improvement loan. Only 7 accepted our offer. We began 
calling those who did not respond to our offer to better 
understand their reasons. Of course, many indicated that 
they simply did not have a current need, but an equal number 
indicated that they were averse to credit. In other words, 
they chose to preserve their good credit profile by not 
accepting credit unless absolutely necessary. 

To determine if our first experience was an aberration, ve 
repeated this effort in 1993 Selecting different census 
tracts using the same profile, ve credit screened 32,125 
minority neighborhood homeowners. Of that number, 3,662 
were eligible to receive our pre-approved loan offer, but 
only 11 accepted. A related finding from this process is 
that in our most recent effort, over 85% of homeowners in 
these tracts failed the credit screening under the first 
tier, or the most lenient criteria meaning that the credit 
record contained numerous derogatory listings. 

We believe this experience suggests that it is not a 
financial institution's unwillingness to extend credit to 
minorities and lower- Income applicants that stands as a 
barrier to achieving parity in lending rates, but broad- 
based societal biases which have left these individuals more 
vulnerable to health and employment crises which may lead to 
credit-related problems Also a factor is the hesitation to 
accept credit among those with sound credit ratings. 

In light of the above efforts to increase our loan 
penetration in low and moderate income census tracts, I 
asked the DCC if we could count these credit offers on our 
Home Mortgage Disclosure Report and categorize them as 
withdrawn applications. Their answer was **no*'. Therefore, 
our HMDA report continues to reflect rather small numbers of 
applications from low and moderate income census tracts, 
even though we advertise in these areas, conduct workshops, 
actively participate in the communities, and offered pre- 
approved loans. 

I thank the Chairman and members of the Committee for the 
opportunity to speak today and I would be happy to answer 
any questions. 
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Chairman Neal, Mr. McCollum, and Members of the Committee, my 
name is Jim Hansen. I am the Director of Banking and Finance for 
the State of Nebraska and Vice Chairman of the Conference of State 
Bank Supervisors (CSBS) . I appreciate the opportunity to testify 
on behalf of CSBS today on the subject of regulatory burden relief, 
and specifically H.R. 962. 

As you know, CSBS is the professional organization of state 
officials that charter, examine, regulate, and supervise the 
activities of the over 8,800 state banks in this country. These 
banks hold over $1.5 trillion in assets and maintain an aggregate 
capital ratio of 7.9 percent. 

Federal oversight of these institutions is provided by the 
Federal Deposit Insurance Corporation (FDIC) for nonmember banks 
and by the Federal Reserve System (Fed) for member banks. State 
bank supervisors across the country have developed close working 
relationships with the FDIC and the Fed to supervise state banks in 
what has proven to be an effective and efficient manner. The 
combined efforts of the state supervisors and our federal 
counterparts have resulted in banks that are more profitable, more 
highly capitalized, and above all, safer. 

Recrulatorv Burden 

Through your leadership, Mr. Chairman, and that of the 
original sponsors of H.R. 962, fellow Nebraskan Congressman 
Bereuter euid Congressman Bacchus, you have begun the difficult task 
of addressing the excessive regulatory burdens imposed on the 
banking industry. Previous testimony has given detailed 
descriptions of the various provisions of the bill. Rather than 
review the specifics of that legislation, I will address CSBS's 
general view of regulatory burden and discuss some recent state 
efforts to reduce its impact on the banks we regulate. 

At its most basic, state regulation of banking is guided by 
three important interrelated concepts. First, the institutions 
must operate in a safe and sound manner. Second, credit and 
payment services must be available to sustain communities and fuel 
economic growth. Third, consumers must be treated fairly. 

The goal of state regulation is to strike a balance between 
these three non- conflicting principles. While innovations in the 
industry enhance all three, over-emphasizing any single concept 
works to the detriment of the other two. It is this perspective 
that we, as state regulators, hope to bring to the current 
discussions of regulatory burden. 

A review of the federal banking legislation for the past five 
years shows that the unquestionable focus has been safety and 
soundness, and consumer protection. Recent attention to the credit 
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crunch has redirected the debate to the provision of credit and 
payment services. The question before this committee., and of 
concern to all of us involved in bank regulation, is whether 
certain regulations and requirements can be reduced or removed to 
increase the flow of credit while maintaining the safety of the 
banking industry and the protection of the consumer. 

There is no simple answer to this question. As the hearings 
before this Subcommittee have shown, there are strongly held views 
on all sides. These are supported by reasonable and substantial 
arguments. We must forge ahead, however, because the current level 
of regulatory burden is increasingly influencing the long term 
soundness of the banking industry. 

Testimony already received by this committee describes in 
detail the repercussions of current regulatory requirements on all 
institutions. The effects are particularly harsh on our smaller 
banks. These institutions are the ones which are the very life's 
blood of small town America. 

The average asset size of the two hundred and fifty seven 
Nebraska state-chartered banks is less than $50 million. Across 
the United States, almost 2,000 banks have fewer than 10 full and 
part-time employees. An additional 3,900 banks have between 10 and 
25 full and part-time employees. These two categories of banks 
make up 49 percent of the banking industry in this country. 

As regulatory requirements increase, the vast majority of 
these institutions are simply not able to add the additional 
personnel necessary to keep track of compliance. That means that 
either the chief executive must allocate more time to that area, or 
other personnel must be reassigned. 

We state regulators can all point to examples where a smaller 
institution has been forced to replace a loan officer with a 
compliance officer. Given the current regulatory environment, this 
is often the only choice for bank management. It has serious long 
term consequences, however, for both the bank and the area it 
serves. 

The bank loses some ability to generate new business and to 
retain current business in the face of strong competition from 
other financial services providers who are not saddled with the 
same regulatory requirements. The bank's community loses some of 
the valuable financial expertise available to new businesses and 
small growing businesses from commercial loan officers. The 
overall result is slower economic growth and a decline in the 
creation of new jobs. 

Of great concern, also, is the real possibility that this glut 
of regulations may adversely affect a bank's safety and soundness. 
As we all know, profitability is one way to measure the health of 
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an institution. It's clear that over -emphasis on compliance as 
described above will reduce profitability. Additionally, 
overregulation may serve to reduce the quality of loans made by the 
bank. We must remember that banks are a business, and need to be 
allowed to operate as such. Banking in general, and commercial 
lending in particular, are not "paint by numbers" undertakings. 
Just because all of the paperwork is correct and placed in the file 
in the proper order, the loan is not necessarily any good. One 
other critical factor comes into play: judgement. 

The more we as regulators stress stringent compliance 
practices with specific requirements, the more likely we are to 
micro-manage some of our institutions into an early grave. In 
short, we have stopped being part of the solution and are finding 
ourselves to be part of the problem. 

The banks are not alone in shifting their emphasis to 
compliancie. Several of the federal regulators have also announced 
substantial increases in compliance staffs, including the 
reallocation of examiners from safety and soundness to compliance 
review. These recent events, coupled with the sometimes severe 
penalties associated with failure to comply, makes bankers' 
apparent obsession with compliance understandable. The question 
for bank regulators and for the members of this committee is 
whether this is appropriate. 

State Efforts to Reduce Regulatory Burden 

The state bank regulators have a long history of working with 
the FDIC and the Fed in the supervision of state banks. State 
regulators have also coordinated regulatory efforts among 
themselves and exchanged information and ideas on the improvement 
of the state banking system and state regulation, through CSBS. 
Recent changes in the banking industry and the requirement in the 
Federal Depository Insurance Corporation Improvement Act of 1991 
(FDICIA) for annual on-site examinations of all banks have made 
these efforts at cooperation more important to both the regulators 
and the banks. 

FDICIA required an annual examination for all banks. Well- 
managed banks of less than $100 million in assets were placed on an 
18 month schedule. The FDIC and the Fed may accept state 
examinations on an alternating period basis and are encouraged to 
coordinate efforts with state regulators. In response to this 
legislation and in light of past efforts, CSBS entered into 
separate agreements with the FDIC and the Fed to promote a system 
of coordinated examinations of state banks. 

The general points of the agreements with both agencies call 
for alternating state and federal examinations of healthy banks, 
generally CAMEL 1 or 2 rated banks. Banks with lower CAMEL ratings 
(3, 4, or 5) may be examined independently by the state and the 
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federal regulator as each deems necessary. Both the federal 
regulator and the state will coordinate on lower CAMEL rated banks 
to reduce redundancy and optimize the examination effectiveness amd 
usefulness to both regulators. Alternating examinations are 
permitted for CAMEL 3 institutions if the federal agency and the 
state agree that the condition of the bank is stable and improving 
and the bank meets a variety of other criteria. 

The agreement incorporated two additional noteworthy concepts. 
First, one factor in determining the acceptance of alternate 
examinations for CAMEL 3 banks is whether the state banking 
department is CSBS-accredited. CSBS Accreditation is an extensive 
review of the quality and professionalism of a state banking 
department. Each accredited state is reviewed annually and must 
undergo reaccreditation every five years. Twenty-eight states are 
currently accredited; my own department received this recognition 
earlier this year. These states regulate more than 75 percent of 
all assets in state -chartered banks. 

The second concept included in the agreements is the allowance 
for concurrent and joint examinations in addition to alternating 
examinations. A joint examination involves an examination team 
made up of members from both the state and the federal agencies 
that produces a single examination report. A concurrent 
examination involves both agencies sending in teams of examiners 
simultaneously. Each agency produces a separate report. Each of 
these types of examinations is used to address specific concerns or 
local needs. 

The advantage of these agreements is twofold. They minimize 
the time a bank is under examination and maximize the resources 
available to state and federal regulators. Each state signs an 
agreement with its respective Federal Reserve Bank and FDIC region. 
These individual agreements are modeled after the general agreement 
between CSBS and the federal regulators, but allow for flexibility 
to address local needs and conditions. At this time, 38 states 
have signed agreements with the FDIC and 14 with the Fed. Many 
other agreements are currently under discussion. 

Interstate banking created a new challenge for bank 
regulators. Today, bank holding companies operate banks on a large 
scale in several states. This requires greater cooperation among 
the states and among federal regulators. In order to assess the 
overall health of an institution, each regulator needs information 
on the affiliates' operations in other states. The states sign 
agreements to share confidential supervisory information. These 
agreements have augmented those already existing between the states 
and the federal regulators. 

Multistate bank holding companies also present the need for 
greater scheduling coordination among more agencies. In order to 
get an accurate picture of the health of the entire institution. 
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all of the affiliates and the parent holding company need to be 
examined within the same quarter. As nationwide banking takes 
hold, scheduling becomes more important. We are able to use the 
experience gained through supervising regional holding companies. 
Now in addition to several states, we often have several Federal 
Reserve Banks, FDHC and Office of the Comptroller of the Currency 
regional offices involved. This coordinated effort allows for a 
snapshot of the health of the institution while taking full 
advantage of the local knowledge and expertise of the various 
regulatory agencies. 

Our experience with multistate bank holding companies is 
providing benefits in another area. We now have several holding 
companies whose subsidiary banks are primarily state -chartered. By 
coordinating our efforts among the states and the federal 
regulators, we can substantially reduce the institution's time and 
expense while enhancing the quality of an examination. We have 
also found virtually all states and federal regulators to be 
flexible in their own requirements to make these advances possible. 

One example of these advances is a common entry letter. The 
entry letter to am institution lists the information needed by the 
examiners. This information varies from time to time depending of 
the areas of interest to the examining agency and the results of 
off -site monitoring. We found that there is a core of information 
that all entry letters require, but slight variations in the 
requests often require a bank to produce separate data for each 
examining agency. With a common core, the bank could produce one 
data report that met the general needs of the examining agencies. 
Each agency, both state and federal, could request additional 
information to meet their individual needs. This lowered banks' 
examination costs while providing full and complete information to 
the examiners. 

Additional Reaulatorv Concerns 

There are three other topics I would like to address briefly 
before closing. The first is the issue of the FDIC's back-up 
authority over national banks and federal savings associations. In 
FDICIA, the FDIC was given back-up examination and enforcement 
authority over national banks. This authority is similar to that 
granted the FDIC over federal savings associations in the 1989 
Financial Institutions Reform, Recovery and Enforcement Act 
(FIRREA) . It gives the FDIC the authority to examine any FDIC- 
insured institution if it believes that it is necessary. The FDIC 
can also issue enforcement actions if the primary regulator fails 
to act. 

This authority is critical to the continued solvency of the 
deposit insurance funds. The FDIC, as deposit insurer, should have 
the ability to examine independently any institution it insures 
without undue restriction. Some have suggested in testimony before 
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this committee that the FDIC back-up authority be reduced. There 
have also been some discussions of severely limiting the FDIC's 
discretion administratively. We believe that these restrictions 
are counter to the intent of FDICIA and FIRREA and are counter to 
the best interest of the taxpayer guarantee of the deposit 
insurance funds. We strongly urge you to oppose any reduction in 
back-up authority of the FDIC. 

The second issue is the importance of flexibility in the 
supervision of the banking industry. Whether it is regulatory 
innovations or new products and services, both the regulators and 
the banks must be allowed the flexibility to meet changing market 
conditions. FDICIA placed a strait jacket on both federal and state 
regulators by removing much of the discretion and judgement needed 
to supervise a dynamic and changing banking industry. 

To the extent that we the regulators are limited, so too are 
the banks restricted in addressing new competitive pressures and 
market needs. As a result, the market share of commercial banks 
has declined from over 40% in the mid-70s to 23% today. Most of 
the market share has gone to less -regulated nonbank banks. Thus, 
the new regulations and compliance procedures often become a road 
block and not a catalyst to new growth. There is no doubt that our 
bankers today have to spend more and more time on new regulations 
and compliance, time which could be better spent serving customers 
and fulfilling the needs of small business. We ask you to consider 
these issues as you address this and other legislation. 

At their recent meeting, the nation's governors passed a 
resolution proposed by Nebraska Governor E. Benjamin Nelson 
expressing their concern over the effect of excessive bank 
regulation on credit availability. In their resolution, the 
governors called on the state regulators to make recommendations 
for regulatory relief. We at CSBS are currently working on these 
recommendations and will provide them to this committee very soon. 

In closing, let me thank all of the members of t;his committee, 
who have already struck a significant blow against costly 
regulatory burden. Earlier this year, you defeated the state 
examination fee proposal contained in the budget resolution. Your 
action saved the banking industry over $1.3 billion in additional, 
unnecessary costs, keeping these funds available for lending to 
support economic growth. In Nebraska alone, where the cost of 
regulation to state banks would have tripled, it saved over $12 
million. We appreciate your efforts to defeat the state 
examination fees and ask for your continued opposition to its 
imposition. 

I will be happy to answer any questions. Thank you. 
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ORAL STATEMENT OP JIM HANSEN 



Chairman Neai, Mr. McCollum, and Members of the 
Committee, my name Is Jim Hansen. I am the Director 
of Banlcing and Finance for the State of Nebrasi(a and 
Vice Chairman of the Conference of State Banic 
Supervisors, CSBS. i appreciate the opportunity to 
testify on behaif of CSBS today on the subject of 
reguiatory burden reiief, and specificaiiy H.R. 962. 

Through your ieadership, Mr. Chairman, and that of 
the original sponsors of H.R. 962, feiiow Nebraslcan 
Congressman Bereuter and Congressman Bacchus, 
you have begun the difficult tasic of addressing the 
excessive regulatory burdens Imposed on the banking 
industry. Previous testimony has given detailed 
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descriptions of the various provisions of the bill. 
Rather than review the specifics of that iegisiation, I 
wili address CSBS's generai view of regulatory burden. 



Basicaiiy, state regulation of banldng is guided by 
three important interrelated concepts. First, the 
institutions must operate in a safe and sound manner. 
Second, credit and payment services must be available 
to sustain communities and fuel economic growth. 
Third, consumers must be treated fairly. 

The goal of state regulation is to strilte a balance 
between these three non-conflicting principles. While 
innovations in the industry enhance all three, over- 
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emphasizing any single concept worl(s to tlie detriment 
of the other two. 

A review of the federai banicing legislation for the 
past five years shows that the unquestionable focus 
has been safety and soundness, and consumer 
protection. The question before this committee, and of 
concern to all of us involved in bank regulation, is 
whether certain regulations and requirements can be 
reduced or removed to increase the flow of credit while 
maintaining the safety of the banldng industry and the 
protection of the consumer. 

There is no simple answer to this question. We 
must forge ahead, however, because the current level 
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Of regulatory burden is negatively impacting the long 
term soundness of tiie banking industry. 

The entanglement of the regulatory requirements 
are at least partially to blame for the inability of banks 
to respond to the competitive environment of the 
financial Industry today. As a result, the market share 
of commercial banks has declined from over 40% in the 
mid-70s to approximately 23% today. Most of the lost 
market share has gone to iess-regulated competitors, 
such as securities firms and mutual funds. 

New regulations and compliance procedures often 
are a road block to new growth. Testimony already 
received by this committee describes in detail the 
repercussions of current regulatory requirements on all 



Digitized by VjOOQ IC 



91 

banks. The effects are particularly harsh on our 
smaller banks. These Institutions are the ones which 
are the very life's blood of small town America. 

Across the United States, almost 2,000 banks 
have fewer than 10 employees. An additional 3,900 
banks have between 10 and 25 employees. These two 
categories of banks make up 49 percent of the banking 
Industry in this country. In Nebraska, the average 
asset size of the 257 state-chartered banks we regulate 
Is less than 50 million dollars. 

As regulatory requirements increase, the vast 
majority of these institutions are simply not able to add 
the additional personnel necessary to keep track of 
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compliance. That means that either the chief executive 
must aiiocate more time to that area, or other personnel 
must be reassigned. 

Of great concern, also, is the real possibility that 
this glut of regulations may adversely affect a bank's 
safety and soundness. As we all know, profitability is 
one way to measure the health of an institution. The 
burden of regulation is reducing profitability. 
Additionally, overregulation may serve to reduce the 
quality of loans made by the bank. We must remember 
that banks are a business, and need to be allowed to 
operate as such. Banking in general, and commercial 
lending in particular, are not "paint by numbers" 
undertakings. Just because all of the paperwork is 
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correct and placed in the file in the proper order, the 
loan Is not necessarily any good. One other critical 
factor comes Into play: judgement. 

Banl(S are not alone In shifting their emphasis to 
compliance. Several of the federal regulators have also 
announced substantial increases in compliance staffs, 
Including the reallocation of examiners from safety and 
soundness to compliance review. These recent events, 
coupled with the sometimes severe penalties 
associated with failure to comply, makes banl(ers' 
apparent obsession with compliance understandable. 
The question for bank regulators and for the members 
of this committee is whether this is appropriate. 
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There are two other topics I would like to address 
briefly before closing. The first is the issue of tlie 
FDIC's back-up authority over national banks and 
federal savings associations This authority is critical 
to the continued solvency of the deposit insurance 
funds. The FDIC, as deposit insurer, should have the 
ability to independently examine any institution it 
insures. Some have suggested in testimony before this 
committee that the FDIC back-up authority be reduced. 
Earlier this week the FDIC Board voted to restrict its 
examination of federally-chartered institutions. We 
believe that these restrictions are counter to 
Congressional intent and counter to the best interest of 
the taxpayer guarantee of the deposit insurance funds. 
We strongly urge you to oppose any reduction in back- 
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up authority of the FDIC. 

The second issue is the importance of flexibility in 
the supervision of the banicing industry. Whether it is 
regulatory innovations or new products and services, 
both the regulators and the banl(s must be allowed the 
flexibility and creativity to meet changing market 
conditions. FDiCIA placed a straltjacl(et on both federal 
and state regulators by removing much of the 
discretion and judgement needed to supervise a 
dynamic and changing banking industry. We ask you 
to consider these issues as you address this and other 
legislation. 

In closing, let me thank all of the members of this 
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committee, who have already struck a significant blow 
against costly regulatory burden. Earlier this year, you 
defeated the state examination fee proposal contained 
in the budget resolution. Your action saved the 
banking industry over 1.3 billion dollars in additional, 
unnecessary costs, keeping these funds available for 
lending to support economic growth. In Nebraska 
alone, where the cost of regulation to state banks 
would have tripled, it saved over $12 million dollars. 
We appreciate your efforts to defeat the state 
examination fees and ask for your continued opposition 
to its imposition. 

I will be happy to answer any questions. Thank 
you. 
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Mr. Chairman and Members of th« Subcomnittee : 

We are pleased to have the opportunity to discuss H.R. 962, the 
Economic Gro%fth and Financial Institutions Regulatory Paperwork 
Reduction Act of 1993. You asked for our comments on the effect 
this bill would have on credit availability and the safety and 
soundness of the Industry. H.R. 962 contains many different 
provisions that are Intended to reduce the burden of regulation on 
safe, sound, and properly managed financial Institutions. While \m 
are not In a position to comment on most of these provisions based 
on work we have performed, I want to emphasize GAO's support for 
efforts to reduce regulatory burden that does not compromise safety 
and soundness or other public Interests. Earlier this month we 
Issued a report that recommended ways to reduce the regulatory 
burden on small business lending,^ and we have other work underway 
that I will discuss later. 

We are concerned about several provisions of H.R. 962 that would 
weaken some of the safety and soundness reforms that were enacted 
by the Congress less than 2 years ago, many of which are still 
being Implemented. These provisions run the risk of undoing much 
of the progress that has been made in reforming safety and 
soundness regulation without any assurance that they would spur 
much bank lending. Rolling back these reforms would place 
taxpayers needlessly at risk and could undermine other legislative 



^Bank Re«7ulatlon; Regulatory Impediments to Small Business Lending 
Should B3 Removed (GAO/GGD-93-121- September 7, 1993K 
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efforts, such as Interstate branching, to modernize the banking 
industry. 

m9 believe that there are opportunities to reduce the regulatory 
burden that should be vigorously pursued by both the administration 
and the Congress. But in proceeding, it is important to consider 
all relevant benefits of regulation, as well as costs, together 
with longer term goals for the modernization of the banking 
industry. 

Ny testimony is divided into two parts. First, based on work 
completed and in progress, I would like to provide some general 
cosments on reducing regulatory burden, including a discuss ion of 
our small business lending report. Next, I will explain our 
concerns about the implications of the changes to safety and 
soundness provisions proposed by H.R. 962. 

QAO WORK OH REDUCIIIQ 
REGULATORY BURDEW 

The many provisions of H.R. 962 illustrate the wide range of topics 
that can bm potentially addressed under regulatory burden. As the 
Subconalttee is aware, we have a study underway that is intended to 
develop greater understanding of burden issues. We are analyzing 
studies by industry groups and the banking agencies to understand 
the mmthodology they have used in addressing burden and to see 
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whether there are burden issues that can be clearly identified as 
high priorities. We anticipate that our report will be available 
by the end of the year. In another study, we are looking much more 
in depth at the Community Reinvestment Act. Through this study, w« 
intend to review the industry's experience with the act and related 
fair lending laws from the perspective of bankers, regulators, and 
community groups. We anticipate that this study, which will focus 
on about 50 to 60 banks, will be finished in the spring. 

Our work to date has given us an appreciation of the complexities 
of the regulatory burden issues. It is hard to find reliable data. 
Furthermore, while the cost of bank regulation is a vital issue for 
the industry and for the financial sector of the economy, it is 
also necessary to consider the benefits associated with regulation ^ 
Taken as a whole, the regulatory structure applicable to depositor^ 
institutions is designed to benefit the public by providing 
industry stability, protection of depositor funds, and the 
availability of banking services. The system has also provided 
many benefits to the institutions themselves. These benefits 
include the right to accept insured deposits and access to the 
Federal Reserve's discount window. The markets have also allowed 
banks to operate with lower amounts of equity capital than markets 
may otherwise require without federal deposit insurance. 

In view of this, the task of reducing the burden of regulation 
requires a careful assessment of the costs and benefits of proposed 
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changes. In doing this, it Is also Important to distinguish 
between changes that may require legislation and those which can be 
dealt with by changes In agency regulations or supervision. 

Small Business Lending 

As I mentioned, earlier this month we Issued a report on small 
business lending. We were asked to conduct this study to gain 
Insights into ways safety and soundness regulation or supervision 
may be inhibiting the ability of sound banks to make traditional 
small business loans (loans to established businesses for such 
things as working capital and equipment) that would otherwise be 
justified by market conditions. 

In part, this assignment involved unstructured interviews with 
officials in 38 banks of different sizes in 8 states as well as 
discussions with regulators. Our sample of banks was not intended 
to be a random sample and therefore the views expressed are not 
necessarily representative of the Industry as a whole. We were, 
however, struck by the consistency with which bankers told us that 
compared to several years ago, they were seeking assurance that 
loans could be repaid from the businesses' cash flows. They 
attributed this shift toward tighter, more traditional credit 
standards, primarily to a response to the extraordinary loan losses 
incurred by the industry in the late 1980s and early 19908, and 
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also to current uncertain economic conditions, particularly In som 
regions of the country. 

However, there were two areas — real estate appraisals and bank 
examinations — where many felt that regulations were placing an 
excessive burden on the small business lending activities of sound 
banks. In looking more closely at these two areas, we found that 
there are actions that federal banking agencies can take to reduce 
regulatory Impediments to small business lending without 
compromising essential safety and soundness standards. These 
actions do not require legislation and would make It clear that 
sound banks have flexibility In applying good business practices to 
their small business lending programs. 

Turning first to ai^ralsals — because Inadequate or overstated 
appraisals contributed to costly thrift and bank failures during 
the 1980s — Congress directed the banking agencies In 1989 to 
strengthen the requirements for estimating the value of real estate 
that Is to be pledged as collateral for a loan. Whlla thare Is no 
question that action to correct abuses was needed, a problem for 
traditional small business lending was created by the broad scope 
of the Implementing regulations and agency guidance. The agencies 
In essence required banks to obtain formal appraisals of real 
estate given as collateral for a traditional small business loan, 
even though banks expected the loan to be paid from the cash flow 
of the business. Bankers with whom we spoke told us that these 
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appraisals would ganarally cost the borrotrer about $3,000 or nora 
and could delay processing a loan. The appraisal issue is 
iaportant because in today's credit environment saall coapanies are 
frequently required to provide collateral for loans. For exaaple, 
one larger bank we contacted estiaated that real estate is used to 
collaterize over 60 percent of its sinall business loans. 

We concluded that real estate appraisal requiresents can be safely 
modified when applied to collateral taken as supplementary support 
for traditional sinall business loans. Therefore, we agree with 
those aspects of the pending rule changes that have been recently 
proposed by the banking regulators to exempt such loans from a 
mandatory appraisal requirement. 

We also concluded that the banking agencies needed to clarify the 
guidance given to banks about how to evaluate real estate 
collateral when an appraisal is not required. Currently, this 
guidance is not consistent and is subject to varying interpretation 
by banks. We recommend that the agencies make it clear that 
bankers in sound institutions can use their judgment in determining 
the most cost-effective way to evaluate the collateral for small 
business loans that are immaterial to the condition of a bank. 

In the supervision area, in an effort to spur bank lending, the 
agencies have undertaken an interagency policy initiative to allow 
banks wi'-Ji adequate capital and satisfactory management to place 
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some loans In a "basket" with minimum documentation requlrenents 
and examiner attention. Many of the bankers with whom we spoke 
said this regulatory Initiative will likely have a limited Impact 
on small business lending because, as Indicated earlier, banks have 
voluntarily Increased their documentation and underwriting 
standards. Moreover, banks using the minimum documentation 
requirements will have to track those loans separately. 

Allowing sound Institutions greater flexibility In the 
administration of their small business loan program makes sense and 
Is consistent with the approach to regulation contained In the FDIC 
Improvement Act of 1991 (FDICIA), which underscores the importance 
of capital and management and makes distinctions among institutions 
based on their soundness. We also believe that an effective way 
for the agencies to ensure that the examination process does not 
inhibit the small business lending activities of sound institutions 
is to focus their examinations on the Institutions' systems of 
internal controls. If tests of controls show that a bank is 
adhering to good underwriting and credit administration policies, 
examiners would not have much reason to challenge management's 
judgments regarding individual small business loans. 

In the near term, the changes we recommended with regard to 
appraisals and supervision are not likely to make a big difference 
in the voluae of lending because of the importance of other 
factors, such as demand for loans. However, these changes are 
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nonetheless important because they would help soundly managed 
Institutions to respond more confidently to an increase in loan 
demand. Building up a greater degree of trust between the industry 
and the regulators, based on a common understanding of good 
business practices, can only be beneficial to the economy. 

Simplifying the 
Supervisory Process 

In February 1993, we testified on the results of our review of the 
bank and thrift regulators* safety and soundness examinations.' We 
identified inconsistencies and overlap in the four regulators* 
•lamination policies and practices. These inconsistencies included 
differences in examination scope, frequency, documentation, and 
assessment of critical areas, such as loan loss reserves. Such 
differences could result in disparate conclusions regarding the 
mafety and soundness of an institution, depending on which 
regulator does the assessment. 

Although we did not study the efficiency and effectiveness of the 
Regulatory structure as a whole, we believe the examination overlap 
^nd inconsistencies we found are symptomatic of the difficulty of 
Efficiently and effectively regulating the banking and thrift 
Industries with four separate federal regulators. The current 



^Bank and Thrift Regulation; Improvements Heeded in Examination 
fluality and Regulatory Structure (GAO/T-AFIfl)-93-2, February 16, 
1993). 
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regulatory structure has evolved over decades of legislative 
efforts to address specific problems, resulting in a fragmented 
system that may no longer be capable of handling the complexities 
of today's banking and thrift industries. We believe that the 
system's weaknesses result in the potential for inequitable 
regulation of banks and thrifts and may place an unnecessary burdev 
on the industry. We believe the inefficiencies in the regulatory 
examination process also extend to the overlap between the work 
conducted by the examiners in reviewing loans and related internal, 
controls and the work of the banks' external auditors. Although 
legislation is needed to restructure the regulatory agencies, 
FDICIA already provides the basis for the regulators and auditors 
to better coordinate their work. 

SAFEGUARDS TO PROTECT THE 

BANK AND THRIFT INSURANCE FUHDS 

SHOULD NOT BE WEAKENED 

While we support efforts to reduce regulatory burden, we are 
concerned about proposals that would eliminate or reduce the 
effectiveness of some of FDICIA* s safety and soundness reforms. 
From 1980 through 1992, approximately 2,700 banks and thrifts 
failed, costing the insurance funds and taxpayers roughly 
$200 billion. FDICIA' s reforms are essential for protecting 
healthy banks and the taxpayers from excessive deposit insurance _ 
costs . 
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The key FDICIA safety and soundness provisions are (1) requirements 
for prompt corrective action for Institutions falling to meet 
specified capital and safety and soundness standards, (2) 
management and auditing reforms for Institutions with assets of 
$150 million or more (raised to $500 million by FDIC regulations) 
that highlight private sector responsibility for protecting 
taxpayers from losses, (3) accounting reforms to provide accurate 
information to management, regulators, and the public, (4) annual, 
on-site examinations for most institutions to detect problems on a 
more timely basis, and (5) changes in the way institutions are 
closed so that uninsured depositors and general creditors will be 
■ore likely to share In the losses if an institution falls. 

H.R. 962 proposes eliminating or altering several of FDICIA* s 
safety and soundness reforms concerning prompt regulatory action 
supervisory and accounting requirements. The stated purpose of 
R.R. 962 Is "to Increase the amount of credit available to fuel 
local, regional, and national economic growth by reducing the 
cegulatory burden Imposed upon safe, sound, and properly managed 
financial Institutions." He believe the proposals to change the 
safety and soundness requirements, although well Intended, are 
■dsgulded and may very well have the effect of removing early 
%famlng signals of safety and soundness problems and therefore 
eliminating the opportunity for both bank management and regulators 
^o correct problems before they overwhelm the institution and 
result In losses to the deposit Insurance funds. 

10 
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The prompt corrective action, supervisory, and accounting and 
auditing provisions of FDICIA are critically linked to protect the 
Insurance funds. In other words, the examiner visits the 
Institution once a year to observe Its functioning first-hand, 
management Is required to protect the Insurance funds through 
effective corporate governance, and guidance Is provided to the 
regulators to ensure that banks and thrifts maintain the minimum 
capital levels and safety and soundness standards to guard against 
losses to the Insurance funds. In addition, the accounting 
provisions are fundamental to ensure financial reports that 
accurately reflect the financial condition of the Institution and 
to facilitate effective supervision and. If necessary, action to 
resolve troubled Institutions at the least cost to the Insurance 
funds . 

We have issued reports and testified a number of times concerning 
why the reforms I just discussed are so important.^ He have 

^ Bank Falluree; Independent Audits Meeded to Strengthen Internal 
Control and Bank Management (GAO/AFMD-B9-a5, Way 31, 1989) r 

Thrift Falluresi Costly Failuree Resulted from Regulatory 
Violationg and Unsafe Practices fGAO/AFMD-B9-6a, June 16, 1989). 

Financial Condition of the FederaX _PQPO^lt Insurance Corporation's 
Bank Insurance Fund <GAQ/t^AFMD-89'L57 September 19, 1989i* 

Prevention, Detection, and Reporting of Financial Irreqqlaritlea 
{GAO/T-A7MD-90-27, AugUBt 2, 1990), 

Bank Insurance Fund; Additional RBserves and Reforms Keeded to 
Strengthen the Fund tGAQ/AFMD-90-lOQ, September 11, 1990)* 

Additional 1 Reserves and Reforms Are Needed to Strengthen t he _ Bank 
tnsuranc»_Fun_d (GA6/T-ArMD*90*2S, September 11, 1990), letter to 
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analyzed the bank and thrift failures and the effectiveness of 
enforceoHint actions taken by the regulators. The consistent 
finding was that serious managerial and Internal control weaknesses 
contributed significantly to the failures and that enforcement 
actions were not forceful or timely enough to correct the problems 
Identified by the examiners. Also, flexible accounting rules 
allowed institutions to hide their losses. 

In our review of audit comaU.ttees^ of banks with $10 billion or 
more in assets, many audit comaU.ttee chairmen told us their members 
lacked independence, the expertise related to their 



the Chairmen, Senate ComaU.ttee on Banking, Housing and Urban 
Affairs (B-114831, September 13, 1990), and letter to the Chairman 
and Ranking Minority Member, House Committee on Banking, Finance 
and Urban Affairs (B-114831, September 21, 1990. 

Deposit Insurance: A Strategy for Reform (6A0/G6D-91-26, March 4, 
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Deposit Insurance; A Strategy for Reform (6A0/T-G6D-91-12, 
March 7, 1991). 

Bank Supervision! Prompt and Forceful Regulatory Actions Heeded 
(GAO/T-G6D-91-15, March 14, 1991). 

Bank Supervision! Prompt and Forceful Regulatory Actions Heeded 
(GAO/G6D-91-69, i^ril 15, 1991). 

Failed Banks: Accounting and Auditing Reforms Urgently Heeded 
(ailO/AFMD-91-43, i^ril 15, 1991). 

Bank Supervision! OCC's Supervision of the Bank of Wew England Was 
Wot Timely or Forceful (GAO/GGD-91-128. September 16. 1991K 

OCC Supervision of the Bank of Hew England (GAO/T-G6D-91-66, 
S«pteiiber 19, 1991). 

♦Audit Comsattees! Legislation Heeded to Strengthen Bank Oversight 
(GAO/AFND-ii-li, October H, 1991). 
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responsibilities as audit comnittee members, and adequate 
information on internal controls and compliance with laws and 
regulations in key areas of bank operations. Clearly this is an 
unacceptable situation. 

Audit committees are intended to play a very important role in the 
corporate governance of banks. Their responsibilities should 
include monitoring banks* internal controls and ensuring that 
management is not overriding internal controls, supervising the 
activities of internal and external auditors, and reviewing 
financial statements and important accounting policies. Audit 
committees need to be made up of independent outside directors to 
enable an impartial review of management's conduct of bank 
business. 

FDIC Issued Limited Regulations 
to Implement Section 112 of FDICIA 

Section 112 of the act pertains to management and auditor reporting 
on internal controls and compliance with safety and soundness laws 
and regulations designated by FDIC, and to independent audit 
committee requirenants . FDIC elected to issue limited regulations 
to ii^leMint section 112 and also to provide minimal guidelines. 
In FDIC's discussion of the final rule issued June 2, 1993, FDIC 
stated that its approach was consistent with the letter and spirit 
of the law and with co — a n ts received that the final rule "not 
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Impose unnecessary regulatory burdens, provide appropriate 
flexibility, and be reasonably cost-effective.** 

In this case, we believe that FDIC has allowed Institutions too 
■uch flexibility with respect to the section 112 requlreaents • He 
advised the FDIC Board of Directors on Hay 10, 1993, that such 
limited regulations and guidance would result In a serious 
weakening of the act's reforms, which were Intended to prevent a 
recurrence of the breakdowns In Internal controls and flatred 
systems of corporate governance that contributed to the savings and 
loan crisis and bank failures. H.R. 962 was introduced on 
February 18, 1993, before the final FDIC regulations were Issued in 
Hay 1993. Given FDIC* a actions, we believe it would be a serious 
mistake to further weaken the corporate governance reforms as 
proposed by H.R. 962. 

Regulators Have Written Proposed 
General Standards to Implemant 
Section 132 of FDICIA 

Section 132 of FDICIA adds a noncapital component to the prompt 
corrective action provisions. Among other things, it requires 
regulators to establish various operational and managerial 
standards in the areas of internal controls. Information systems. 
Internal audit systems, loan documentation, credit underwriting. 
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Interest rate exposure, and asset growth. These provisions are to 
become effective no later than Decenber 1, 1993. 

We believe Section 132 Is a crucial component of prompt corrective 
action. Because falling capital levels are a lagging Indicator of 
problems In a bank or thrift, this section provides regulators a 
basis for acting earlier to correct unsafe and unsound practices. 
These provisions, therefore, need to be enforced at all 
Institutions and we oppose H.R. 962 's proposals to selectively 
Implement these requirements. 

Section 132 has been widely misunderstood to call for highly 
detailed and restrictive rules for bank behavior. I see no reason 
why regulations have to lead to such a result, nor does FDICIA 
require It. On the contrary, actions by the regulators to 
establish the standards are In the opposite direction. In 
July 1992, the regulators Issued an advance notice of proposed 
rulemaking to obtain public comments on all aspects of the safety 
and soundness standards. The majority of comments received were 
from Insured depository Institutions and holding companies. Those 
who commented recommended that the regulators adopt general rather 
than specific standards in order to avoid regulatory 
micromanagement of the banking and thrift Industries. 

Based on these comments, the regulators are now preparing proposed 
regulations for public comment. A draft of the proposed rulemaking 
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has beei approved by FDIC and the Faderal Reserve Board and Is 
currently being reviewed by Treasury. The draft proposed 
regulations state that the "proposed standards are specific enough 
to identify energlng safety and soundness problens and require 
dubmi98lon of a cooipllance plan before those problems become 
serious; hoi#ever, the standards do not specify each operational and 
managerial procedure an Institution must have In place." For 
example, the 

"proposed regulations do not specify In detail what loan 
documentation must contain. Instead, they specify what loan 
documentation must enable an Institution to do. Thus, 
documentation practices at an Institution will not be 
evaluated against a checklist of requirements but Instead will 
be evaluated based on whether they: (1) enable the 
Institution to make an Informed lending decision and to assess 
risk AM necessary on an ongoing basis; (2) Identify the 
purpose of the loan and the source of repayment, and assess 
the ability of the borrower to repay the Indebtedness In a 
timely manner; (3) ensure that any claim against a borrower Is 
legally enforceable; (4) demonstrate appropriate 
administration and monitoring of a loan; and (5) take account 
of the slse and complexity of a loan. The agencies believe 
that the proposed regulation provides a standard against which 
compliance can be measured, while at the same tine allowing 
foz differing approaches to loan documentation.** 
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We agree with the regulators that "under the proposed regulations, 
well -managed Institutions generally should not find It necessary to 
amend their operations In order to comply with the operational and 
managerial standards.'* 

Rules for Fair Market Value Disclosures 
Required by Section 121 of FDICIA 
Not Yet Completed 

The accounting reforms required by Section 121 of FDICIA Include 
reporting by banks and thrifts of the estimated fair market value 
of their assets and liabilities to the extent feasible and 
practicable. The regulators are currently evaluating comments they 
received on the feasibility of such reporting. H.R. 962 would 
repeal the FDICIA market value disclosure requirements. 

He believe disclosure of the fair value of assets and liabilities 
Is Information that regulators need to fully understand the 
financial condition and activities of banks and thrifts. Generally 
accepted accounting principles are largely based on reporting that 
uses historical costs, which may differ significantly from fair 
values. Also, Institutions may have activities off the balance 
sheet that equal or exceed their assets and liabilities reported on 
the balance sheet. The failed Bank of New England Is an example of 
an Institution that reported about $30 billion In assets on Its 
balance sheet and had about an equal amount of off-balance 
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activities that eicposad the bank to potential losses, in that 
respect, the widespread use of derivative products, both by large 
banks, who are dealers and end users of products, and saaller 
institutions, who are generally end users, is another important 
reason for disclosure of fair market values. While derivative 
products, properly used, are valuable tools for hedging interest 
rate risks, they can be extremely complex and can involve 
substantial risk of loss. 

Currently, accounting rules require disclosure of information about 
financial instruments with off-balance sheet risk of loss. Also, 
entities are required to disclose the fair value of financial 
instruments, both assets and liabilities recognised on the balance 
sheet and those not recognized, for which it is practicable to 
estimate fair value.* If estimating fair value is not 
practicable, entities are required to disclose information 
pertinent to estimating fair values of financial instruments and 
why it is not practicable to estimate fair value. The FDICIA 
requirement parallels current accounting rules, although it extends 
fair value disclosures to nonflnancial AEsetE and liabilities. 
Although the regulators are correct in obtaining public comments 
regarding the feasibility of enhanced disclosure requiremsnta, we 
believe that any exceptions allowed by the regulators in the final 
regulations should be clearly justified. In addition, we believe 

^For entitles with less than $150 million in total assets, these 
asaet/ liability disclosure requirements are effective for fiscal 
years ending after December 15, 1995. 
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that consistent with current accounting rules, the final 
regulations should require that reports submitted by institutions 
to the regulators that do not disclose fair market values for 
reasons of practicality should explain why it is not feasible to do 
so. 

Improved Industry Performance 
Does Not Mean Essential Safeguards 
Should Be Removed 

The performance of the banking and thrift industries has rapidly 
improved by any number of indicators — be it net income, return on 
assets, or capital levels. The rapid turnaround of the banking 
industry in particular demonstrates the volatility of the business 
of banking and its effect on the Bank Insurance Fund. It took just 
4 years to deplete the Fund's 1987 net worth of $18.3 billion. In 
about 18 months, the Fund's balance has improved from a $7 billion 
deficit at December 31, 1991, to an unaudited balance of about 
$6 billion at June 30, 1993. we agree with the statement made by 
the Acting FDIC Chairman when releasing the June 30 numbers that 
caution is needed. The Fund's reserve levels are 35 cents for 
every $100 of insured deposits, well below the reserve of $1.25 
designated by the Federal Deposit Insurance Act. The number of 
problem banks, although decreasing, standa at 640 with assets of 
$363 billion* 
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The improved condition of the Fund is attributable to increased 
insurance assessnent incoae as well as substantial declines in 
actual and estimated losses from bank failures. Extraordinary 
interest rate spreads in 1992, continuing into 1993, rescued a 
number of failing banks and are largely responsible for the 
turnaround in the condition of the industry. The safety and 
soundness reforms of FDICIA, particularly the prompt corrective 
action requirements, have provided incentives to build capital and 
maintain financial stability as industry conditions improved. 

It is important to understand that the prompt corrective action, 
supervisory, and accounting and auditing requirements collectively 
serve to provide an early warning of conditions that may need both 
bank management and regulator attention before they turn into 
serious problems. Accepting deposits and investing them in loans 
makes banking an inherently risky business, as demonstrated by the 
banks' experience with transactions involving lesser developed 
countries, leveraged buyouts, and commercial real estate. Large 
banks are now using highly complex financial derivatives that can 
expose them to credit and market risks. Breakdowns in internal 
controls need to be identified before deterioration of asset values 
and losses occur and capital levels are eroded. FDICIA' s intent 
should be viewed as providing all banks and thrifts with incentives 
to operate with sound controls, and well managed banks should have 
no trouble meeting such standards. 
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In Bumning up the importance of the safeguards provided by FDICIA, 
it is essential that %fe not lose sight of the market environment 
that makes the new reforms so essential. In today's competitive 
markets, banks and thrifts must be well capitalized and have good 
management controls to operate safely and to protect the insurance 
funds. The safety and soundness reforms proposed to be eliminated 
or altered by H.R. 962 may inadvertently cause banks and thrifts 
and their regulators to pay insufficient attention to the realities 
of sound banking in the current environment. 

COWCLUSIONS 

In conclusion/ we want to encourage efforts to identify and reduce 
burden when there is a clear benefit to do so. At the same time, 
we believe the Congress, the administration, and the regulators 
should exercise great caution in considering short-term measures to 
encourage more liberal lending practices by insured institutions. 
Over time, a healthy banking industry is the best support for the 
economy, and it would not be prudent, in my opinion, to attempt to 
periodically weaken and tighten bank regulation in response to 
recession and inflation. Had the banking system not dissipated its 
capital in the 1980s by making so many bad loans, it would have 
been better able to handle some of the problems encountered as the 
economy slowed. As the FDICIA reforms take hold, we can be more 
confident of the regulators' ability to successfully supervise 
banks in today's competitive market place and during times of 
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futur« •conomlc distress. It also b«c(HMB mor« f«aslbl« for th« 
Congress to coMid«r ways of sxpandlng th« busln«ss opportunitl«s 
for th« Industry without placing ths dsposlt Insurancs systsa and 
ths taxpayers at risk. 
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WMUJnCtDHH PC, X0541S 
A(M!]CHIUtlai Vtd [nfdrimtlon 

Management Division 



October 27, 1993 



The Honorable Stephen L. Neal 

The Honorable Bill McCollum 
RAnking Minority Member 
The Flonocabla Jim Bacchus 

SubcDOAltt^e on Financial Institutions 

Supervision, Regulation and Deposit 

Insurance 
Coiubltt&e on Banking, Finance and 

Urban Affaire 
House of Representatives 

Enclosed are our answers to the questions you asked us to 
provide for the record regarding the hearing on H.R. 962, 
the EconoQiic Grovth and Financial Institutions Regulatory 
PapervorK Reduction Act of 1993, held on September 23, 1993. 
Aa i#BA regueete^i during the hearing, we are providing 
commentH on 6A<:h aection q the bill where we have 
sufficient infornation to provide a response. 

Afi stated in our testimony we Are cDncarns^] about several 
provisions O H R $ 2 that would veaken aone of tha aafety 
and flOkindnefl« taforma that were enacted by the congress leas 
than 2 years ago, uany of vhicti are atlll being implemented. 
We oppose auch changaa as ve believe they would place the 
insurance funda and tajipayere nee41easiy at risk However 
as stated in our connentB there ate a nuotber of provialone 
in H A. 9G2 that we believe have potential for reducing 
regulatory burden Our existing work supports aooe of these 
provisions. We also have work underway that ahould be 
helpful in identifying other way a to reduce regulatory 
burden. In a number of other instances, we have not studied 
the issues involved. 
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If you would like to discuss our responses or need further 
assistance on these Matters, please contact bm or Robert W. 
Granling, Director, Corporate Financial Audits at (202) 512- 
9406, or Janes L. Bothwell, Director, Financial Institutions 
and Markets Issues at (202) 512-8670. 



^DwAL^iiH. 



Donald H. Chapin 

Assistant Co«pt roller General 

Enclosures 
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Questions from th« Honorable St«ph«n L. N«al for 

tfr. Donald Chapln, Assistant Conptrollar Genaral, 

General Accounting Office 

Question 1 ; The bank regulatory agencies have published for 
coounent a proposal to raise the de minimis threshold for real 
estate appraisals from property valued at $100/000 to $250,000. 
Does 6A0 support that proposal? 

Answer: Currently* we do not have a position on whether the 
cj9 ml Rials threstioid should be raised. We do, however have a 
study underwuy to assess t:he adequacy and quality of appraisals 
and evaluations for real estate below the de ninimis threshold 
level This study, which Is required by section 954 of the Housing 
and Conumunity Development. Act of 1S92 and due in April 1994, may . 
provide same insights on the benefits and risks involved in raising 
the de jninimis level for coouuerclal and residential properties 

In our recent report on small business lending ( Bank ftegulationi 
Regulatory Impediments to Smaj^lBusijieBS^ Lending Should Be Repwved # 
GAO/GGD-93-131 , Septetober tT^'isW^^J^ Ife^supported eliminating the 
requirement Cor appraisals when real estate is used for collateral 
for ordinary small business loans ^working capital r equipment 
purchases, etc.), provided that the real estate is not looked to 
as a primary source of repayment ot the loans. 

Question 2 : Regulators require financial institutions to file 
statements of conditions coduoonly referred to as call reports, 
that are approximately 30 pages long* Please provide your analysis 
of whether all the information on the call report is essential to 
monitor the safety and soundness of financial institutions Please 
provide your specific recoomendatione of any information requested 
on call reports which could be eliminated without decreasing the 
safety and soundness of regulation 

Answer ; . We have not studied the call report form to be able to 
reach an opinion as to whether all of the existing Information 
is needed The call report is long, and we support efforts to 
simplify it. we have also urged the regulators to reduce the 
burden by developing arrangements for electronic filing. At the 
same time it is important to recognize the necessity of having 
timely, relevant Infontation available to the regulators to be 
able to understand the risks in insured institutions. Developing 
adequate Information in this way can help to reduce other, more 
time consuming and potentially burdensome supervisory activities. 
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Quggt ion j : In your testimony, you pointed out that guidance 
to banks concerning evaluation of real estate collateral is 
inconsistent. Doai that lack of consistency point to a large 
problsm of hAvlng too many banking agencies and a need for a 
consolidation of the reguiators? 

Answer: The lack of consistency In evaluating real estate Is an 
example of the difficulties of achlsvlnq uniform requirements 
with four regulators. Our review of bank and thrift regulatory 
examinations^ disclosed significant Inconsistenciea among the 
regulators in thalr examination policies and practices. Thesa 
inconslstoncles Included differences in examination scope, 
frequency r documentation, and asaessment of critical areas, such 
as Loan loss reserves < Such differences could result in disparate 
conclusions regarding the safety and soundness of an Institution, 
depending on which regulator does the aE^essment 

Althouqh we did not study the efficiency and effectiveness of 
the r^ulatory structure as a whole i#e believe the examination 
problems and inconsistencies we found are symptomatic of the 
difficulty of efficiently and effectively regulating the banking 
and thrift industries with four separate federal regulators 
The current regulatory structure has evolved over decades of 
legislative efforts to address specific problems i resulting in a 
fragmented system that aay not be the best approach for handling 
the cooiplexltles of today's banking and thrift industries. 



^ Bank and Thrift Regulation: Improvements Weeded in Examination 
Quality and Regulatoiry Structure {GAO/AFMD-93- 15^ February Ifi, 
1993], Bank Examination Quality: OCC Examinfttions Do Hot Fully 
Assess Bank Safety and Soundness [GAO/AFMD'93- 1*/ February 16* 
1993), Bank Examination Quality: FRB Examinations and 
I ^nspectiong Do Hat Fully Msesa Banfc Safety and Soundness 
(GAO/ArMD'93-13x February 16^ 1993), Bank Examination Quality; 
FPIC Examinations Do Not Fully Aaaess Bank Safety and Soundnes_s 
{GAO/AFMD-93-12, February 16, 1993), and Th^clJ^t Examination 
Quality; QT5 Examinations Do Not Fully Assess Thrift Safety and 
Soundness (GAO/AFMD-93-il, February 16, 1993). 
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Question 4 ; Under the Consumer Credit Protection Act, the Federal 
Reserve Is given the responsibility to adopt regulations for the 
various consumer laws. The other agencies have no regulatory 
authority, but simply enforce the Federal Reserve regulations. 
Should that model be adopted In other regulatory areas as well, 
so as to assure regulatory consistency? 

Answer: Because there would be one ultimate decisionmaker, having 
a single rule making body would certainly address the coordination 
problems noted In response to the previous question. However, we 
are not In a position to say whether the rule making powers of the 
Federal Reserve Board should be expanded In an effort to simplify 
the rule making process. 

So long as there are multiple regulatory agencies, problems In 
coordination will be encountered. We believe that If changes In . 
rule making authority are contemplated. It would be preferable to 
consider them In the context of a more comprehensive restructuring 
of the banking regulatory structure. 

Question 5 : This year banks will file almost 10 million currency 
transaction reports (CTRs). How significant are these reports In' 
deterring or detecting money laundering? 

Answer: Federal and state law enforcement and regulatory agencies 
agree that the reports make a substantial contribution In deterring 
and detecting money laundering. The reports are valuable In 
several respects. First, It Is generally recognized that Improved 
compliance with the reporting requirements by banks has forced 
launderers to use much more difficult methods for placing large 
amounts of currency Into the financial system. These methods 
Include using currency exchanges, retail businesses, and physically 
smuggling the cash out of the country, all of which Involve greater 
risk of detection. According to several Treasury studies and 
reviews by the Financial Crime Enforcement Network, the reports are 
also extremely useful for: (1) Identifying suspicious transactions 
that might Indicate money laundering or other possible criminal 
activity; (2) evaluating the merits of any potential criminal 
cases; and (3) tracing, analyzing, or Identifying the disposition 
of proceeds from any Illegal activity. 
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Question 6 ; Currently banks are required to file currency 
transaction reports for cash transactions in excess of $10,000. 
Is that an appropriate threshold amount, or should the amount be 
higher or lower? 

Answer ; Our work to date Indicates that the threshold amount is 
probably appropriate for individuals but that consideration might 
be given to increasing the amount for businesses. In our opinion, 
individuals dealing in such large volumes of currency are the 
exception rather than the rule and merit reporting. Certain types 
of businesses, however, routinely deal with large amounts of cash 
that almost always exceed the threshold. Current Treasury 
regulations already permit banks to, in effect, increase the 
threshold for certain types of businesses under exemption 
procedures. However, we have found that the exemption process is 
not used to a large extent. Consequently, our current %rork is 
assessing whether efforts need to be made to increase the use of 
existing exemption procedures in addition to considering the dollar 
threshold for reporting. 

Question 7 : Banks are currently encouraged to file suspicious 
transactions reports with law enforcement and regulatory 
authorities. Are the forms useful to law enforcement agencies? 
Do law enforcement agencies use these reports in a manner which 
maximizes their utility? 

Answer ; On the basis of our initial observations, there appears 
to be considerable duplication in how suspicious transactions are 
reported which could significantly detract from the utility of 
these reports. Banks can report suspected money laundering or 
currency violations either on a CTR with the ''suspicious 
transaction'* block checked, through a Criminal Referral Form or 
both. It is our understanding that a third form is also being 
used for banks in the western part of the United States and that 
some states are using their own forms. Finally, some banks are 
simply reporting their suspicions on the phone to the local ZRS 
office. 



^ 



estion 8 ; A large number of the currency transaction reports 
iled are for certain customers, such as grocery and department 
stores, which routinely deposit large amounts of cash. What is 
the value of these forms to preventing money laundering? Should 
the Treasury attempt to reduce or eliminate the filing of reports 
on these routine transactions? 

Answer: Law enforcement and regulatory officials we have spoken 
with agree that CTRs filed on large retail businesses that normally 
deal with large amounts of cash are of minimal value in detecting 



72''446 O - 94 - 5 



Digitized by VjOOQ IC 



126 



ENCLOSURE I ENCLOSURE I 



potential money laundering cases. IRS officials have estimated 
that between 30 and 40 percent of the CTRs filed are for these 
routine deposits which could have been exempted by the bank. 
(See question 6). We have been told, however, by Treasury and 
banking Industry spokespersons, that most banks are reluctant to 
use the exemption authority. Because there are over 50 million 
CTRs stored on Treasury computers — a number that could double in 
4 years at current filing rates — we believe that Treasury has a 
strong Incentive to reduce the volume of reports. Consequently, 
if Treasury cannot encourage more banks to use the exemption 
procedures, it might consider the alternative of issuing exemptions 
Itself. 

Question 9 ; You testified that section 132 of FDICIA, relating to 
management standards, should apply to all institutions regardless 
of asset size. Does section 132 require institutions to develop 
standards for activities in which they do not engage, or in which 
they engage only incidently or infrequently? 

Answer : The point of section 132 is to have banks follow sound 
procedures in their principal operations, such as making loans. 
The draft regulations that have been prepared by the FDZC and the 
Federal Reserve go right to the heart of the day to day activities 
that most affect the safety and soundness of banks, such as 
underwriting standards, internal controls, and loan documentation. 



Digitized by VjOOQ IC 



127 



EHCLOSURE IZ ENCLOSURE II 



Questions from the Honorable Jlni Bacchus for 

tfr. Donald Chapln, Assistant Comptroller General 

General Accounting Office 

Question 1 ; Please compare the state of supervision of the thrift 
Industry In the early 1980s with the current state of supervision 
of the banking Industry. What similarities and differences exist? 
Please set out the financial conditions of the respective 
Industries (for the thrift Industry then and for the banking 
Industry now) . How do their capital levels and capital trends 
compare? tfhat are the number of, and percentage of, financial 
Institutions which are currently undercapitalized? 

Answer ; Deregulation In the 1980s provided expanded powers for 
thrifts and resulted In greater risk-taking In their operations, 
while regulatory oversight was reduced. Thrifts were empowered 
with broader lending opportunities and both banks and thrifts 
were given freedom to set interest rates to attract deposits. 
At the same time, regulators were given more flexibility in their 
approach to examining institutions during a time of major 
operational changes in the bank and thrift industries. Deposit 
insurance coverage was also increased from $40,000 to $100,000 
and regulators' examination staffing levels were reduced during 
the early 1980s. Weak supervision of the thrift industry was a 
major factor in the failure of hundreds of savings and loans 
during the 1980s that led to the insolvency of the insurance fund. 

Our recent reviews of both bank and thrift examinations^ showed the 
examinations were too limited to fully Identify and determine the 
extent of deficiencies affecting safety and soundness. The 
limitations we identified Impeded early warning of the seriousness 
of bank and thrift weaknesses and reduced the opportunity for 
taking timely corrective action and minimizing losses to the 
Insurance funds. 



^ Bank and Thrift Regulation: Improvements Needed in Examination 
Quality and Regulatory Structure (GAO/AFMD-93-15, February 16, 
1993), Bank Examination Quality; OCC Examinations Do Not Fully 
Assess Bank Safety and Soundness (GAO/AFND-93-14, February 16, 
1993), Bank Examination Quality; FRB Examinations and 
Inspections Do not Fully Assess Bank Safety and Soundness 
(GAO/AFMD-93-13, February 16, 1993), Bank Examination Quality: 
FDIC Examinations Do Not Fully Assess Bank Safety and Soundness 
(GAO/AFMD-93-12, February 16, 1993), and Thrift Examination 
Quality: OTS Examinations Do Not Fully Assess Thrift Safety and 
Soundness (6AO/AFMD-93-11, February 16, 1993). 
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Regarding industry conditions, thrift industry data as of June 1985 
showed that 833 thrifts (24 percent) had capital levels of between 
zero and 3 percent. As of June 1993, only 47 thrifts (3 percent) 
had capital of less than 4 percent. As of June 1993, 97 percent 
of banks were well capitalized and less than l percent were 
undercapitalized As you know, many failed thrifts and banks have 
been resolved by the regulators in the late 19809 and early 199Ds. 
Extraordinary interest rate spreads in 1992, continuing into 1993, 
are also a major factor contributing to the improved conditions of 
the banking and thrift industries. 

Flawed corporate governance, including weak internal controls, 
was a common significant contributing factor to the large number 
of banks and thrifts thar failad in the late ISBOs and early 19908. 
FDIC A provides a structure to strengthen corporate governance 
and facilitate early warning of safety and soundness problems. 
Such Implementation of FDIClA and improved examinations and 
accounting rules are vital to regulatory effectiveness and 
protection of the insurance funds. 

Question 2 ; Given the fact that Federal banking regulatory 
resources are limited (as is the case in most organizational 
structures^ both government and private), where should such 
regulatory resources be Cocused? Would it not be more 
appropriate to focus regulatory efforts on troubled institutions 
fa point clearly established when Congress passed the early 
intervention provisions of FDICIA)7 Co not federal regulators 
retain other methods of identifying problems at healthy 
institutions (e.g., call report information on asset growth or 
capital conditions, annual examinations sanction authority} to 
adequately protect the Federal Deposit Insurance funds from 
insolvency? 

Answer We believe that regulatory resources should be focused 
on proactive approaches to examination and supervision for healthy 
institutions and, necessarily also on reactive approaches for 
troubled institutions. Evaluation of an institution's system of 
internal controls is a proactive regulatory approach, as it enables 
regulators to identify weaknesses at an early, correctable stage, 
before significant , irreversible financial deterioration results. 
For example, an evaluation of internal controls may determine that 
an institution does not have adequate controls over the monitoring 
and reporting of derivative activities. Identification of this 
weakness at an early stage would likely result in corrective action 
being taken before serious losses were incurred by the institution. 
Without an evaluation of controls, the weakness may not become 
evident until after the losses have already occurred. 
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The FDIC Inprovenent Act 'a rnqu Irene fits for assessments and 
reports on internal controls by mandqement of the Institution and 
Its flxternal auditora provide regxilatora with an efficient and 
effective mechanism to evaluate internal controls. With 
appropriate review of the manageinent and auditors' reports, the 
regulators can focus their e Kami nation and auperviaion efforts on 
the nost problematic areas of the institution The natural 
outcome of this approach is that well managed Institutions with 
strong syBtems of control will require less examination and 
Supervision efforts while troubled institutions with poor controls 
will require mere In addition, this approach helps keep healthy 
institutions healthy by focusing on preventing, rather than ust 
detecting, unsafe and unsound activities which ultimately could 
cause an institution to deteriorate and fail. 

Call report data are needed to monitor Institutions' condition and 
performance between exaainationa, but they are not a substitute for 
on-site reviews of operations For example, the effectiveness of 
Internal controls the quality of loans, and other factors critical 
to banking operations nust be reviewed at the Institution 

Question 3 ; Please describe all regulatory authority available to 
Federal banking regulators other than that provided under 
Section 133 of FDtClA. Do Federal banking regulators retain 
adequate supervisory authority, on a case-by-case basis, to 
effectively supervise financial Institutions without the 
implementation of Section 132 of FfilCiA? Tf Section 132 were 
repealed, or applied only to troubled inatitutions as provided in 
K.R 962 1 what regulatory authority would be taken away from federal 
regulators in combatting problems at financial institutions on a 
case-by-case basis? Please be specific in your answer 

Answer ; We do not disagree that regulators had authority to deal 
with problem institutions before Section 132 was enacted, and that 
they would continue to have that authority if 132 is repealed. As 
we see it, the real issue concerns the effectiveness and timeliness 
of supervisory action. 

In various GAO reports, which were cited in our statement to the 
Subcommittee, «re pointed out that regulators were aware that there 
were serious problems in banks, but didn't ca);e forceful action 
until it was too late. They did this because they felt that they 
had to see substantial deterioration of capital before they took 
action. Also, there was not a consistent understanding by either 
bank management or regulators of what standards were expected. 
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Section 132 addresses these problems and therefore should not be 
repealed or applied only to troubled institutlona Section 132 
makes it easier tor the regulators to act on a timely basi^ in two 
respects. First, It establishes the connection in law between 
safety and soundness on the one hand and good manQgement a ya terns 
on the other When the Section 13^ regulations are Iseued, the 
standards [or expectations) will be established and both bank 
managers and regulators alike should have a conuaon understanding 
of the importance of the quality of risk management systems. 
Second r by testing the quality of these systems , regulators can 
quickly gain knowledge of whether the bank is being run in a safe 
and sound fashion. if problems are identified^ the regulators 
can than use the authority they have to deal with the facts of the 
situation on a case-by-case basis Repealing Section 132 or 
applying it only to troubled institutions, would effectively 
diminish the regulators ability to identify and correct situations 
before they develop into real problems and losses to the deposit 
insurance funds, section 132 provides the criteria or definitions 
of what constitutes a safe and sound banking practice or condition, 
which will be critical for regulators to use in imp lamenting their 
prompt corrective action authority. Under PDICIJlf the regulators 
can reduce a bank by one capital level if it is not operating in a 
safe and sound manner, such a reduction in turn could trigger other 
supervisory actions. 

Question 4 ; Does the imposition of the various regulatory 
requirements on financial institutions pursuant to FDICIA involve 
cost to financial institutions? Flease estimate the cost As 
part of your response please set out a summary of existing studies 
which attempt to quantify the cost of banking regulation. 

Answer - For all banks there will no doubt be some start up costs 
to implecnent FDICIA, However for banks that already have good 
management and auditing systems, these costs should not be very 
great over the long haul. Furthermore, as FDICIA takes effect, 
there should be some offsetting savings for many banks --not only 
in lower deposit insurance premiums, but also Improved efficiency 
and effectiveness of management systems, and reduced auditing and 
examination expenses resulting from properly functioning management 
systems. In addition, the corporate governance requirements of 
Section 112 of FDtCiA (management and auditor reporting and audit 
committee requirements) are now only applicable to banks and 
thrifts with assets of S5D0 million or greater — approximately 
1,000 institutions, PDIC's regulations exempted additional 
institutions than the smaller institutions exempted by FDICIA. 
FDICIA provided a threshold of $150 million or more in assets and 
allowed FDIC the flexibility to raise the threshold, which it did 
in issuing regulations. 
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pointed out in our t«8tiMony, we have a study underway that 
tended to develop greater understanding of regulatory burden 
I, including the basis for estimating both the costs and 
Lts of regulation. We have found that it is very difficult 
id reliable data on costs because banks keep their records in 
cent ways, and it is hard to take adequate account of how 

incurred today to conply with regulations aay be offset by 
Id future costs resulting from improved management systems and 

loan losses. 
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Questions from the Honorable Bill McCollum for 

tfr. Donald Chapin, Assistant Comptroller General 

General Accounting Office 

Question 1 ; H.R. 962 has a variety of diverse provisions 
affecting the regulatory burden on financial Institutions. 
Please state which provisions of the bill that GAO can support. 

Answer: In response to this question and to the request made 
by Chairman Neal and Congressman Bacchus, we are providing as 
Enclosure IV, our views on each provision of H.R. 962 where we 
have sufficient information to provide a response. 

Question 2 ; How many healthy institutions has the GAO examined 
in preparation of its reports on banking supervision? How many 
healthy institutions have been examined by GAO on the adequacy of 
their internal controls? Please provide the number of thrifts, 
and the number of banking institutions examined in each case. What 
percentage, respectively, of the banking and thrift industries does 
this represent? 

Answer: The question does not cite a specific report and GAO has 
conducted a number of studies related to bank supervision as shown 
by the listing of reports and testimonies submitted for the hearing 
record. In doing our work, we do not "examine** banks, but rather 
review the work of the regulators in conducting their supervisory 
and examination responsibilities. For example, in our recent 
review of bank and thrift examinations,^ we reviewed a random 
sample of 58 bank and thrift examinations performed by the Office 
of the Comptroller of the Currency, Federal Reserve Board, Federal 
Deposit Insurance Corporation, and Office of Thrift Supervision. 
The random sample was taken from the universe of open banks and 
thrifts as of September 30, 1990 and included 20 banks witli assets 
greater than $10 billion, 18 banks with assets less than 
$10 billion, and 20 thrifts of various sizes. 



^ BAjTKAND THRIFT REGULATION: taiprovementa Needed In ExamA nation 
Quality and Regulatory Structure {GAO/AFMD-93-15, February 16, 
1993), BASK EXAMINATION QUALITY: QCC Examlnationfl Do Wot Fully 
Afigggg Bank Safety and Soundngflja (GAO/ArMD-93-H , February 16, 
1993), SANK EXAMINATION QUALITY; FRB ExaminatlonB Do Not FuIlV 
Aflseaa Bank Safety and Soundnean (GAO/ArHD-93-13, February 16, 
1993), BANK EXAMINATION QUALITY: FDIC Examinations Do Not Fully 
Assess Bank safety and Soundness {GAO/AFMD-SJ-Ii, February 16, 
1993), and THRIFT EXAHINATrON QUALITY; OTS Examinations Do Wot 
Fully AB3&35 Thrift Safety and SQundnesa {GAO/AFMD-SJ' 11, 
February 16, 1993). 
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For each Institution in our study, we reviewed in detail the 
working papers supporting the most recent safety and soundness 
examination conducted by the regulators to assess the quantity 
and quality of evidence that supported conclusions in examination 
reports. The statistical nature of our study allowed us to project 
our results to the applicable universe of examinations covered by 
our work. 

Our review of the 58 randomly selected bank and thrift examinations 
disclosed that regulatory examinations were too limited to fully 
identify and determine the extent of deficiencies affecting safety 
and soundness. These limitations impeded early warning of the 
seriousness of bank and thrift weaknesses and reduced opportunity 
for taking timely corrective action and minimizing losses to the 
insurance funds. One of the primary weaknesses we found in our 
examination review was a lack of comprehensive internal control 
assessments by regulators. 

A strong system of internal controls provides the framework for 
the accomplishment of management objectives, accurate financial 
reporting, and compliance with laws and regulations. Effective . 
internal controls serve as checks and balances against undesired 
activities and, as such, provide reasonable assurance that banks 
and thrifts operate in a safe and sound manner. The lack of good 
internal controls puts insured depository institutions at risk of 
mismanagement, waste, fraud, and abuse. 

In previous reports, we cited weak internal controls as 
contributing significantly to the failure of banks and thrifts.' 
A major focus of these reports was to analyze the causes of bank 
and thrift failures, as cited by regulators, as a basis to 
determine what, if any, actions could be taken by regulators 
or others to help avert future bank and thrift failures. Weak 
internal controls was a common theme identified by regulators 
in their reviews of these failures. Based on this finding, we 
undertook our review of bank and thrift examinations described 
above to, among other things, assess the adequacy of the 
regulators' reviews of internal controls. We identified a number 
of weaknesses as indicated by the report titles. We recommended, 
among other corrective actions, that bank and thrift regulatory 



' FAILED BANKS; Accounting and Auditing Reforms Urgently Needed 
(GAO/AFMD-91-43, April 22, 1991), BANK FAILURES; Independent 
Audits Needed to Strengthen Internal Control and Bank Hanagement 
fGAO/AFMD-e9-25, Hav 31, 1989Kand THRIFT FAILURES; Costly 
Failures Resulted From Regulatory Violations and Unsafe Practices 
(GAO/AFMD-89-62, June 16, 1989). 
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agencies establish examination policies to perform annual 
comprehensive internal control reviews as part of the examination 
of all banks and thrifts using, where appropriate, the internal 
control assessments required by the FDIC Improvement Act or 
otherwise performed by the institution's management and its 
independent auditors. 

Question 3 : Judged by existing statistical standards for accuracy, 
are the financial institutions examined by 6A0 in formulating their 
conclusions on bank supervision statistically diverse and 
representative enough of the banking industry to draw conclusions 
on the appropriate level of regulation of healthy institutions? 

Answer: As previously noted, 6A0 did not "examine" institutions 
in formulating its conclusions on bank supervision, but rather 
reviewed examinations performed by the bank and thrift regulators. 
Each of our reports contains detailed information on the scope and 
methodology of our work. 

Question 4 ; Please comment on the appropriateness of applying 
conclusions drawn from an examination of a limited number of 
troubled or failed institutions to the 10,000 or so healthy 
financial institutions currently operating in the U.S. 

Answer: As stated in our answers to questions 2 and 3 above, 
we have done extensive work in reviewing the quality of bank and 
thrift supervision and examination and in analyzing the safety 
and soundness weaknesses that contributed significantly to bank 
and thrift failures in the 1980s and 19908. We believe the 
recommendations in our reports are well founded to protect the 
insurance funds and the taxpayers. Further, they directly benefit 
healthy institutions by minimizing losses from failed institutions 
for which healthy institutions have paid out billions over the past 
several years. 
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6A0 Comments on H.R. 962 
the Economic Growth and Financial Institutions 
Regulatory Paperwork Reduction of Act of 1993 



Section 101 - Regulation of Real Estate Lending 

This provision would require regulators to minimize the negative 
impact that the standards on real estate lending mandated by 
FDICIA would have on real estate lending, consistent with safety 
and soundness. 

In principle we have no objection to the provision because we 
believe there is no inherent conflict between maintaining safety 
and soundness standards and the provision of adequate credit to 
the economy. There is a risk, however, that enactment of this 
provision might be taken as a signal that regulators should put 
to one side the lessons about the importance of good underwriting 
standards that should be evident from the excessive real estate 
losses incurred by both banks and thrifts in recent years. 

Section 102 - Real Estate Appraisal Amendment 

This provision would direct the Appraisal Committee to encourage 
states to develop reciprocity agreements to allow appraisers 
qualified in one state to perform appraisals in another. 

Although we cannot comment on the need for this provision, in 
principle efforts to assure an adequate supply of qualified 
appraisers make sense. 

Section 954 of the Housing and Community Development Act of 1992 
requires that 6A0 study and report by April 1994 and again by 
)ct:ober 1995 on the adequacy and quality of appraisals and 
ivaluations for real estate transactions below the threshold level 
icurrently $100,000). The study is to consider (1) the cost to the 
>ank, (2) the possibility of loss to the insurance fund, (3) cost 
:o the customer, and (4) effect on low income housing. The study 
lay provide some insights on the impact of the availability of 
appraisers on the appraisal process. 

Section 111 - Audit Costs 

Section 111(a)(1) - Auditor Attestations - would eliminate the 
requirement that a financial institution's independent public 
accountant attest to and report on management's assertions on 
internal controls. It would also eliminate the requirement that 
^he independent public accountant apply agreed upon procedures to 
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objectively determine the institution's compliance with designated 
laws and regulations. 

We oppose this provision as independent reviews are necessary to 
check management's assertions and comprehensive reviews of 
internal controls are not currently being performed by extuniners. 
Independent public accountants have the ability to review internal 
controls of complex financial systems. FDIC has stated that over 
96 percent of the institutions covered by the applicable 
regulations already have an annual financial audit. Reviewing 
interna^ controls is a component of a financial audit and, 
therefore, the independent public accountant can efficiently 
review management's assertions as part of the audit. 

Section 111(a)(2) - Duplicative Reporting - would allow holding 
company subsidiaries regardless of size or CAMEL rating to satisfy 
the requirements contained in Section 112 of FDICIA at the holding 
company level if comparable services and functions are provided at 
the holding company level. 

We oppose this provision. Many of the banks that would be affected 
by the change are large enough that their individual failures could 
seriously impact the Bank Insurance Fund and nay have potential 
rippling effects throughout the Nation's financial system. The 
FDICIA internal control and audit committee requirements were 
designed to ensure an effective corporate governance, system for 
those large institutions which pose such risks. 

Existing provisions of the act already provide an exemption for 
institutions with assets less than $5 billion, and for institution^ 
with assets greater than $5 billion but less than $9 billion that 
have a 1 or 2 CAMEL rating. We believe these exemptions are 
reasonable. However, without an independent audit committee for 
the large institutions, coupled with no requirement to report on 
the effectiveness of internal controls and compliance with safety 
and soundness laws and regulations, we are concerned that 
appropriate management oversight will not extend to all large banJc - 
within the holding company structure. Therefore, we believe that 
the largest institutions should continue to be required to meet 
the corporate governance requirements separately because of the 
exposure which these individual institutions present to the 
taxpayers, shareholders, and uninsured depositors. 

Section 111(a)(3) - Independent Audit Committees - would modify 
the audit committee provisions contained in FDICIA, requiring only 
a majority (rather than all) audit committee members to be outside 
directors. It would also remove the provision prohibiting "large 
customers" from serving on the audit committees of institutions 
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designated as **lar9e'* by PDIC. Zn addition. Section 111(a)(3) 
would require each federal banking agency, by regulation, to 
exempt from the audit committee requirements contained in FDZCIA 
institutions that "face hardships in retaining competent directors 
on their internal audit committees.** 

We appear these provisions. Audit committees are intended to 
play ft very important role In the corporate governance of flno^ncial 
institutions. Thflir rciiipoTivihllit.ies should include monitoring 
internal controls and ensuring that management is not overriding 
internal controls r BupeE^vlsing the activities of interna i and 
external auditors, and reviewing financial statements and important 
accounting policies. Audit committees need to be made up of 
independent outside directors to enable an impartial review of 
management's conduct of business In that respect , FDICIA provides 
that large customers of large institutions are not to serve on the 
committees. FOiC has defined a ** large institution" aa one with 
assets of $3 billion or more, with that threshold^ fewer than 
2 percent of the nation's institutions would be defined as ** large." 

Section lil(a)(4) - Pubiic Availability * would authorize FDIC and 
the other federal banking agencies to designate certain inforsMtion 
privileged and confidential and not available to the public^ 
notwithstanding the FDIClA requirement that Institutions' annual 
reports be made available for public inspection 

We oppose this provision as we believe that uninsured depositors, 
shareholders, and other? at risk are entitled to information about 
the institution's management and financial condition. As required 
by FDICIA, the annual report is to contain the Institution's annual 
financial statements and the auditor's opinion; a statement of 
management's responsibilities for preparing financial statements, 
establishing and maintaining an adequate system of internal 
control, and complying with designated laws and regulations; 
management's assessment of the effectiveness of internal controls 
and the institution's compliance with designated laws and 
regulations; and the independent public accountant's report on 
management's assertions On internal controls Such information 
provides for public accountability of managesMnt's stewardship for 
those at risk. 

Section 111(a)(5) - Quarterly Reports - would require FDIC to 
provide prompt %fritten notice to institutions whose quarterly 
reports will be subject to independent public accountant review 
under provisions contained in FDICIA. 

We agree with providing timely notice to such institutions. 
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Section 111(b) - Effective Date - would make the provisions 
contained In Section 112 of FDZCIA applicable to Institutions 
for fiscal years beginning after December 31, 1993, rather than 
December 31, 1992. 

We oppoae thia provision. The FDIC has issued implementing 
reguiationu and the AICPA has iaaued auditing standards for auditor 
reporting on internal controls < The FDIC issued regulations and 
guidelines that allow the approximately 1,000 Institutions subject 
to Section U2 considerable flexibility in iRiplementing the 
requ 1 rente n ta - The FDIC sought public comment on proposed 
regulations in September 1992 and the final regulations were 
significantly revised from the draft to respond to comments. 
We see no reason to delay implementation. 

Section 112 ^ Recourse Agreements 

This provision would require that GAAP accounting be used In 
determining the necessary capital to be held against loans sold 
with recourse. 

Section 121 of FDICIA allows the regulators to adopt more 
stringent standards than GAAP to meet the objectives set forth In 
Section 131 With increased aecuritization of assets by banks, the 
question of the appropriate amount of capital that should be 
required for such arrangements is an important issue. In this 
area, as in most other areas of capital regulation, regulators 
need to have flexibility provided by Section 121 in determining 
how applicable capital standards should be calculated to be sure 
that the atandards can be kept current with market developments* 

section 113 - Market Value Accounting 

Section 113 would eliminate the requirement contained In FDZCIA 
that federal banking agencies Jointly develop a method for Insured 
depository institutions to provide supplemental disclosure of the 
estimated fair market value of assets and liabilities, to the 
extent feasible and practicable. In balance sheets and other 
financial statements and reports. 

We oppose this provision. As stated In our testimony In more 
detail, we believe disclosure of the fair value of assets and 
liabilities is Information that regulators need to fully understand 
the financial condition and activities of banks and thrifts. The 
FDICIA requirement parallels current accounting rules although It 
extends fair value discioaurea to nonflnancial assets and 
liabilities, exceptions are permitted by current accounting rules 
and FDICIA when It is not practicable to estimate fair value. 
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FOIC has not yet issued final ragulatlons^ wa ballava that tha 
final ragulations should raqulre that reports Bubmlttad by 
institutions to tha regulators that do not disclose fair suirkat 
values for reasons of practicality explain what Infomation was 
considered and why it is not feasible to estlniate fair value. 

Section 114 - Raport on Capital Standards and Their rini>act on the 
Econorny 

This provision would require Treasury to report to Congress on the 
isqpact of risk-based capital standards on safety and soundness, 
availability of credit, and econonic growth no later than 90 days 
after enactment of H.R. 962. 

A study of the iopact of risic based capital standards could be 
beneficial, although the study could be performed without special 
legislation. We question, however, how nuch nev Information can 
be obtained in a 90 day study. If such a study is authorized ^ it 
would be appropriatB to seek {1) to assesa the competitive effects 
in world markets that have resulted from ImpleEaentation of the 
standards around the world, and (2) to plac« the significance of 
the standards In the context of other factors affecting banl^ , 
condition, credit, and economic growth. A one year deadline is 
reasonable for such a study. 

section lis - Minimize Potential Impact of Capital Standards on 
Credit Availability 

This provision would delay implementation of the interest rate 
risk capital standard contained in section 3Q5 of FDICIA, phasing 
in such Implementation to correspond to the implementation of a 
Bimllar standard internationally. It would also repeal the 
provisions in Section 305 of FDICIA that require bank regulatory 
agencies to develop capital standards to account for market 
concentration risk and risks in non-traditional activities. 

We oppose this provision. 

The nature of risks associated with interest rate risk are well 

known and can be quantlfiad to a reasonable degree. The 
regulations drafted by the agencies are dasigned to minimize the 
burden on well managed institutions by allowing such institutions 
to make use of their own systems for monitoring escposure to 
interest rate risk in complying with the requirement* Measuring 
risk and requiring an allocation of capital in this area can help 
to strengthen banks, and it can also eliminate a potential 
regulatory incentive for banks to Invest in securities rather 
than make loans. 
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We understand the problems of trying to develop Measures of 
concentration risk and the risk of rxon- traditional activltiea, 
bub ttie af factlvenesfl of Section 305 does not raquira quantitative 
meaaurea of these tiaks. In our view, this part of Section 305 
should be retained becauss it properly focuses ths attention of 
ban}( manag^mdnt and regulators on areas which havd proven to be 
sources of problems for banks in the past, tfe also believe that 
the provision will put little burden on well run institutions 

We believe the Congress should be concerned with the delay that 
haa occurred in Itnplsjnentlng Section 305 » The statute provided 
for final regulations to ba published by June 1993, and this has 
not occurred. At present only proposed regulations for Interest 
rate risk have been officially published for conuaent by the bank 
regulators. If the banking system la to be operated in a safe and 
sound manner in today '■ highly competitive financial markets, it 
is essential that appropriate neaaures of capital be defined and 
enforced. Effective implementation of Section 305 is an important 
pert of modernizing the regulatlone that apply to Insured 
depository institutions. 

Section 122 - Culpabilitv Standards for Outside Directors 

This provision would remove a disincentive for outside directors 
to serve on boards of directors by modifying culpability standards 
required for imposition of certain levels of regulatory civil aonvy 
penalties . 

We do not support this provision. An outside director has an 
important and unique fiduciary responsibility to the financial 
institution served. In that capacity j the director is basically 
responsible for knowing that the institution is operating in a 
safe and sound manner^ To effectively reduce the outside director 
to have to act knowingly or recklessly" to be deemed culpable es 
thia proposal would do, ironically could provide an incentive for 
the director to not be apprised of questionable bank activities. 
The ability of banks to attract capable outside directors is an 
important area of concern, but we do not believe this provision 
is the solution 

Section 131 * Rsqulatory Appeals Process 

This provision would direct the regulators to establish a 
regulatory appeals process to permit review of regulatory 

determinations. 

We support an appeals process and have done so when proposed by 
an interagency initiative discussed at the National Examiners 
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Conference in Baltimore, Maryland, In December 1992. That proposal 
properly, in our view, required the independence of the appeals 
officer. It also clearly stated that an appeal could not be used 
to delay, thwart, or rule on a proposed administrative or 
enforcement action; disputes about such actions could only be 
pursued through existing administrative or judicial processes. 

We objected to the confidential nature of the agency initiative 
under which the appeals officer would not apprise the examiner of 
an appeal. That approach could jeopardize the appeals officer's 
ability to render a fair opinion by making it more difficult for 
that officer to get perspectives on the fact pattern underlying the 
dispute from both the banker and the examiner. 

While we have not assessed the adequacy of the agencies* 
appeals processes established pursuant to this interagency 
initiative, we understand each agency has established a process — 
which may reduce the need to legislate an appeals process. 

Section 132 - Aggregate Limits on Insider Lending 

This provision would statutorily establish that all banks under 
$100 million in deposits may lend to all insiders, in the 
aggregate, up to two times unimpaired capital and surplus. It 
would also provide the Federal Reserve Board with the authority to 
make exceptions to this lending cap by regulation, permitting banks 
under $250 million in deposits to lend in the aggregate to insiders 
up to two times unimpaired capital and surplus. 

Based on a comprehensive study we are completing on insider 
activities, we cannot support a provision to relax current 
aggregate lending limits on extensions of credit to insiders. 
The existing limits already provide for the Federal Reserve to 
set a higher limit, not to exceed 200 percent of unimpaired 
capital, for smaller banks which may otherwise have difficulty 
attracting directors. Our study will show that insider-related 
problems were a major contributing factor in about 25 percent of 
the banks that failed in 1991 and 1992. Prior to their failure, 
these banks were cited by federal bank regulators for many 
violations of insider regulations. The most frequently-cited 
violation was exceeding aggregate lending limits (which at that 
time related to individual borrower lending limits). Furthermore, 
our study found a strong association between insider violations 
and the larger problem of poor overall bank administration by 
Management and poor oversight by bank boards of directors. We 
therefore recommend that, rather than concentrate on specific 
violations of insider regulation, or on the relaxing — or 
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tightening — of current insider lending limits, banks and regulators 
view insider problems oiore broadly, and seek to determine whether 
they are indicators of deeper management and oversight problems at 
a bank. 

Section 133 - Sterile Reserve ■_Study 

This provision wouXd require the Federal Reserve, in consultation 
with the FDICf to study the necessity for continuing to require 
insured depository inatitutions to maincairi sterile reserves and 
to pay Interest on such reserves The OMB and CBO are also 
directed tg report to Congress on the budgetary impact of such 
payments of interest. 

We support this study. 

section 134 - Credit Card Accounts Receivable 5flles 

This provision would require undercnapi tali zed insured depository 
institutions to notify the FDIC in writing before entering into an 
agreement to sell credit card accounts receivables It would also 
grant FDIC the discretionary authority to waive its right of 
repudiation on credit card accounts receivables sales made prior 
to insolvency 

In general, %ire would support allowing an undercapitalized 
institution to raise its capital levels through the sale of credit 
card receivables provided that PDIC la provided an opportunity to 
review the agreement in advance and waive its rights to repudiate 
this agreement should the institution fail 

While the proposal in H.R. 962 may facilitate such sales by 
assuring the market that FDIC will not repudiate an agreement, 
there are aome coordination ditficultles that may arise among the 
regulators^ In many cases FOIC may not have knowledge of a bank's 
condition or be in a position to assess the agreement in relation 
to the safety and soundness of the bank^ On the other handj OCC or 
the Federal Reserve- -the primary regulators^ -who would be in such a 
poeition^^quite properly do not have the authority to repudiate a 
contract at failure, consequently, without its own Independent 
assessment, FDIC may not be willing to waive its rights. If so, 
this provision trould be rendered moot. 
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8«ctlon 135 - Changes to the Federal Home Loan Bank Act to Promof 
Credit Availability 

This provision would increase the amount of credit available by: 
(a) expanding the amount of non-residential and residential real 
estate-related collateral that can be used to secure FHLBank 
advances; and (b) giving the FHLBanks the authority to purchase and 
invest in participation interests in residential construction loans 
originated by member institutions, and to enhance the credit 
quality of any of these interests that the FHLBanks resell. 

We see no reason to broaden the types of collateral that can be 
used to secure advances. We believe the present collateral base 
is fully adequate to secure advances. For example, in 1992 FHLBank 
members held about $760 billion in assets which could be pledged as 
collateral for FHLBank advances. Simultaneously, members held 
approximately $80 billion in advances. Thus, the collateral base 
seems to be large enough to support reasonable advance activity. 

We believe that the FHLBank System should not increase the risk it 
bears in undertaking new activities unless such activities would 
bring substantial and obvious econofld.c benefits to the System and 
its customers while furthering the System's mission. To that end« 
lire have identified several criteria to apply in assessing proposed 
new activities for the System. Our proposed criteria require, 
among other things, that a new activity not put a FHLBank in 
competition with its members, that FHLBanks have the expertise 
needed to assess the associated risks, and that a new activity add 
value by addressing a need not ciirrently met by the market. Making 
or offering credit enhancements on residential construction loans 
fails each of these criteria and thus we believe such activity 
would be inappropriate for FHLBanks. Notably, a study committes 
representing the System's member/shareholders reached the same 
conclusion in their recent report to Congress. Finally, the 
Independent Bankers Association of America testified earlier this 
year that housing construction credit needs are being adequately 
met by the private sector, and several FHLBank presidents have told 
us that such lending carries substantial risk and would not be 
appropriate for the System. 
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Section 201 " Regulatory Standards 

This provision would substantially scale back Section 132 of 
FDICIA. It would require regulators to prescribe safety and 
soundness standards only for those institutions that are not at 
least adequately capitalized with a CAMEL rating of 1 or 2. It 
would further authorize regulatory agencies to waive the 
applicability of Section 132 on a case-by-case basis. 

We oppose this section. 

Section 132 is an important part of modernizing the system of bank 
regulation and supervision. The standards contained in the section 
simply reflect the need to be sure that all insured depository 
institutions have the risk management systems they need to operate 
safely and soundly in today's competitive, deregulated financial 
markets. Section 132 of FDICIA is important and should be retained 
because it gives the regulators both the mandate and the authority 
to direct their attention to the adequacy of banks* risk management 
systems. 

Section 132 is also crucial to successful implementation of the 
prompt corrective action provisions of FDICIA. The prompt 
corrective action mandate, whereby the regulators are obligated to 
close insolvent institutions before their capital is exhausted, 
protects the interests of the deposit insurance fund and of healthy 
banks that otherwise would have to pay higher premiums to pay for 
insurance losses. Banks are highly leveraged institutions, and a 
bank's failure to adequately manage its exposure to credit or 
market risks can quickly erode its capital. Furthermore, our 
studies have shown that falling capital levels are a lagging 
indicator of problems in a bank. To protect the fund from losses, 
therefore, the regulators must be prepared to act when serious 
deficiencies become apparent in the systems a bank uses to monitoar 
and control risks. 

Section 132 has been widely misunderstood to call for highly 
detailed and restrictive rules that all banks must follow. 
FDICIA does not require this, and we see no reason to assume that 
the agencies would implement the act in such a fashion. The drafts 
regulations that have been proposed by the banking agencies call 
attention to the importance of key management controls but also 
make it clear that rigid requirements will not be imposed on the 
banks . 

Supervisory manuals and agency directives have long provided 
examiners with guidelines and criteria for evaluating banks in 
areas such as underwriting standards that are specified by 
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Section 132 of FDICIA. Rather than creating a burden, we think 
it will be salutazry for banks to understand dorQ specifically the 
standards fegulatora will use in examining their institutions and 
what the consequences vfill be in given situations For the moat 
part, well capitalized, v«ll run banks have recognized the 
iaV>ortance of good management systems and have developed their own 
standards in many of these areas For such banks, there should be 
no real burden because their syatems should generally already be 
consistent with standards requirad by regulation. 

In view of the importance of Section 122 for modernizing the way 
banks are regulated and supervised, delays in implementing this 
section should be of great concern to the Congress. Although the 
act stated that regulations were to be published in August 1993, 
they have not yet been published. Th8 standards contained in 
Section 132 are to go into ef£ect in December 1993. 

Section 202 - Paperwork Reduction Review 

This provision would direct federal regulators to review the impact 
that current written policy requirements have on banks, and to . 
reduce these requirements where appropriate not later than 180 days 
after enactaent of H.R. 962. 

Va support the abjective of this provision, although 
legislation should not be needed for the agencies to continuously 
pursue this objective. Under credit ovailablllty Initiatives of 
both the Bush and Clinton Administrations, a similar charge went 
out to the regulatory agencies to reduce unnecessary regulations 
and requirements. Another comparable effort was undertaken by the 
agencies as part of the FDI CIA-mandated regulatory burden studies. 
With the extensive requirements on the books, more than S nonthv 
nay be needed to do an in-depth thoughtful study. We are 
currently doing a review for the Senate Banking Committee on 
regulatory burden that will be completed by the end of the year. 

Section 203 -Rules on Deposit TaKinq 

This provision would change a provision in current law which places 
restrictions on the interest rates that adequately capitalized 
banks may provide on deposits. 

We oppose this provision. 

One of the problems that both banks and thrifts ran into in the 
r«cent past is that relatively weak institutions would out bid 
healthy ones for funds. At the present time the vast majority of 
banks meet the well capitalized definition, and we see no basis for 
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going back to a situation which in essence enables banks that meet 
a leaser standard to take advantage of the federal deposit 
insurance gua^Antee by bidding aggressivQly for funds. 

Section 204 - Transition Period 

This provision would create a gsnerAl Statutory provision that, 
unless emergency circunstances exist or directed otherwise by 
Congress new regulations requiring additional reporting, 
disclosure or other pracedurea by banks could not be phased in 
sooner than 180 days after becoming final. 

We agree that adequate transition periods should be built into new 
regulatory Initiatives. The past several years have, of course, 
seen large numbers of changes in regulation and it can be hoped 
that we will soon reach a period where less frequent revisions are 
needed to keep the regulatory system current with market 
developments. 

Section 3Q1 - Annual Examinations 

section JOl(aHl) - Small Institution Treatment - would elifld.nate 
the current exception to the annual examination requirement 
{18 month rule) for carta! n well capitalized insured depository 
institutions with less that $100 Rillion In assets. It would 
instead authorize examinations every two years for well capitalized 
institutions with asiets of Isss than |250 million that are well 
managed, and not currently subject to a formal enforcement order. 
In addition/ the two year exception would not apply where any 
parson has acquired control of the Institution during the 12 month 
period in which a full-scope, on site examination would generally 
be required, but for the exception. 

We oppose extending the Interval between examinations. He believe 
that annual safety and soundness examinations are needed to timely 
detect unsafe and unsound Cdndltlons^ such as internal control 
weaknesses before they result in deterioration of asset quality 
and erosion of capital On-site review Is necea ssry to detect such 
weaknesses £ven if controls are found to be effective at a point 
in time, such favorable conditions cannot be assumed for the 
future . 

Section 301(a)(2) - State Examinations - would allow the 
substitution of a state examination for a federal examination 
whenever the appropriate federal banking agency determines that 
such an examination carries out the purposes of the law, instead of 
in alternate 12 month periods as provided by Section 111 of FDICIA. 
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%#• support effective use of etete exaaiinatlons, but believe the 
current alternate 12 -month Interval is best maintained to ensure 
^hat the federal regulators* knowledge of the institutions is not 
•roded. However, we believe that, to the extent practicable, 
use should bfl made of state examinations in planning federal 
flxani riAt ions 

Section 301(a)(3) - Certain Depository Institutions Within Holding 
Companies - would authorize federal banking Agencies to exempt 
subsidiary insured depoHitory institutions from the annual 
exanination requirainent If (a) the holding company structure has 
adequate controls or [b] the insured depository institutions owned 
or controlled by the holding company which hold a substantial 
majority of total assets have been examined under the annual 
examination require«ients . 

As previously stated, %ire support annual examinations of insured 
depository Institutions However, the conditions described by the 
proposal should be considered in determining the scope of the 
■xominatlon of depository institutions within the holding cosqpany 

structure , 

Section 3Q2^ - coordinated Exatninations 

Section 302 (a Coordinated State and Federal Examinations - would 
require all federal banking agencies to coordinate all examinations 
at an insured depository institution and to work with other federal 
and state bank supervisors to coordinate examinations so as to 
minimize the disruptive effects of such examinations on institution 
operations . 

We support this provision^ Our February 16i 1993, report Bank and 
Thrift Regulation! Improvements Heeded In Examination Quality and 
ge qulatpry Structure f GAO/AFMD-93-15) discusses the need~fbr 
effective use and coordination of examinations. 

Section 303 - Differsnces in Accounting Principles 

Section 303 would require each agency to require insured depository 
institutions to use accounting principles consistent with GAAP to 
the oxtent practicable so as to minimize differences between 
Stat events and reports, and thereby reduce the compliance burdens 
and costs on such institutions. 

We believe Section 121 of FDZCIA - Accounting Objectives, 
Standards, and Requirements - already essentially requires the 
consistent use of GAAP being proposed. 
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Section 304 - Reduction in Call R»port Burdens 

This provision would require regulators to review bank costs 
associated with the quarterly report and minimize the frequency 
and impact of changes. 

We agree with the need to minimize the burden relative to call 
reports, especially to limit the frequency of changing call report 
data requirements since change itself is burdensome to affected 
institutions. 

We have issued a report encouraging the regulators to proceed with 
their intentions to receive call report information through an 
electronic nfidiuin to reduce manual input and processing by banks 
and regulatora Doing so may speed the availability of call report 
data to the public. 

Sftction 305 ~ Rggulatorv Rgview of Capitol Compliance Burden 

This provision requires the Federal Financial Institutions 
Examination Council to conduct a regulatory revisw of whether 
compliance by conuaunity banXs with the risk-baaed capital rules is 
unnecessarily costly and burdensoim , and where appropriate, to 
reduce such costs and bur-dens 

He agree with the need to be concerned with the impact of capital 
fltandards and other regulations on small banks, and the banking 
laws already make provision for excluding smaller banks from some 
provisions that are intended primarily for larger banks. The risk' 
based capital standards ware prinuirily dealgnad to apply to larger 
banks thdt had aubstantial off balance sheet conuBitmenta. The 
impact of thona standards on the amount of capital that most 
9mall«r banks must hold is therefore likely to be small. 
Nevertheless it would be reasonable to look at whether there is an 
excessive administrative burdan on smaller banks 

As a technical matter author i2ing the FFIEC to change the rules 
applicable to banks would give that coordinating body more 
authority than it now has in regulatory matters. 

Section 305 of FDICIA requires the regulators to review the 
adequacy of bank capital standards every two years, and the 
requirement to pay particular attention to the effects on small 
banks could be included in that assessment. 
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Section 3Q& - Branch Closures 

This provision would axcludv cartAin entities froa the definition 
of "branch" in the regulAtions concerned v^lth branch closure 
requirements. Principal eMcluaions would be autonated teller 
atachlnea^ and branches acquired through nerger, consolidation/ 
purchase, assumption or other method that is located in a local 
market currently served by another branch of the acquiring 
institution. 

Since %#e are currently doing an extensive study of CRA for the 
House Banking Cosnittee and the availability of banking services 
within an institution s lending area is a related issue, %#e will 
defer taking a position on this provision. Instead %#e will take it 
into consideration In our study. 

section 307 - Bank Secrecy ^y 

This section would require the Secretary of the Treasury to conduct 
sn annual review of bank secrecy regulations and make several 
specific changes to reduce the burden of filing reports 

We agree with the need to look at Bank secrecy Act provisions, but 
there are already two mechanisms in place to accomplish the review 
that appears to be th« intent of the first part of the section: a 
Treasury taa>c force jr and an advisory group established by statute 
in 1992 that has Just recently been organiied. 

Soae of the specific provisions for reducing the burden of Bank 
Secrecy Act reporting appear to have merit. He would prefer, 
however, to see consideration given to looking at the program as a 
whole rather than on a piecemeal basis ^ We note that nore 
COBprehenftive legislation to do this is pending K A. 3235). It 
would, therefore, be appropriate to coordinate consideration of 
this section of H.R. 9G2 with that being given to the more 
comprehensive legislation. 

Section 321 - Simplify Bank Holding CoiBpany PrQcedures 

This provision would expedite procedures for acquiring control of a 
bank or reorganizing in which a person or group exchange shares in 
a bank for shares in a newly foraed holding company 

We understand the Federal Reserve, as part of its PDICIA-mandated 
regulatory burden study, has an initiative to simplify and expedite 
the bank holding company applications process. That initiative may 
effectively address the intent of this provision. 
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Section 324 - Reduction of Post Approval Waiting PTJod for Bank 
Holding Company Acoulaitions 

This provision would shorten the current 30 day waiting period 
during antitrust review of a bank holding company acquisition to as 
little as 5 days if no adverse comments have been received, and if 
the Attorney General concurs. 

We have not studied the waiting period and thus have no comment on 
the language of the bill. Our work on interstate banking does 
indicate, however, that the ability to adequately enforce antitrust 
laws is an important element in making sure that consolidation does 
not unduly lessen competition in the banking industry. 

Section 401 - Streamlined Lending Process for Consumer Benefits 

This provision would require the Federal Reserve, in consultation 
with the Department of Housing and Urban Development, to conduct a 
study on ways to streamline the credit-granting process. The study 
is to be completed within 12 months of enactment of H.R. 962. 

Should such a study be required to find ways to reduce the 
cost and time of home mortgage, small business, and consumer 
lending, we would suggest this be done on an interagency basis to 
ensure all regulatory perspectives are included, as well as HUD*s, 
and to ensure secondary market perspectives are included. 
Additionally, industry or public comments may also better ensure 
that those affected have an opportunity to participate. The public 
comment period and process may cause the whole study to take more 
than 12 months. 

Section 405 - Exemption for Business Accounts 

This provision would amend the Truth in Savings Act to limit its 
application to accounts used by consumers primarily for personal, 
family, or household purposes. 

We have done no %#ork on Truth- In-Savings, but understand the 
Federal Reserve initiated a stu^y prior to the FDICIA requirements' 
implementation in connection with its regulatory burden 
initiatives. 

Section 411 - Availability Schedules 

This provision amends certain requirements under the Expedited 
Funds Availability Act to allow more time to collect checks under 
certain circumstances. This would include requiring that funds 
from local checks be made available on the third day after deposit 
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rather than tha aacond day, aa raqulrad under currant EFAA 
availability schedules. 

In our earlier study on iapleaentation of EFAA, the industry was 
unable to deaonstrate its vulnerability to check fraud due to the 
proposed availability schedules, particularly relative to local 
check processing. Congress was not. persuaded to change this 
schedule without evidence of this vulnerability. If any schedule 
change is considered, it should be crafted so that it is consistent 
with the intent of the original temporary and peraanent schedules, 
i.e., in anticipation of technological and operational iaproveaents 
to the check clearing processes. So, a teaporary schedule change, 
could possibly be considered contingent upon a acre stringent 
permanent schedule at a prescribed time when the advances would 
likely be able to reduce fraud vulnerability. 

Section 431 - Hoae Mortgage Disclosure Act Exeaption 

This provision requires annual adjustaents to the exeaption aaount 
of assets based on changes in the Consuaer Price Index. 

We are including HNDA in our CRA study and will rmamrvm coaaent 
until the study is coapleted in the spring of 1994. 

Section 432 - Hoae Ownership Debt Counseling Notification 

This provision would aodify the current hoaeownership counseling 
provision to clarify that failure to coaply with the counseling 
notification requireaents will not affect foreclosure proceedings 
under state law and siaplify the notice requireaents. 

We have no basis to coaaent now, although %#e are planning a study 
to look at various disclosure issues. 

Section 442 - Exeaption of Business Loans froa RESPA 

This provision would exeapt business, coaaercial and agricultural 
loans, and loans to govemaent agencies or instruaentalities, 
froa RESPA. 

Although we did not look into this in depth, our study of 
regulatory iapediaents to saall business lending suggests that 
this provision %#ould have aerit. 
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Section 501 - Rtluce CRA Burden/ Increaae Incentivs to Low and 
Moderate Income Cominunitiea 

This provision would modify the CRA to direct the regulators to 
reduce paperwork compliance burden, create a '*safe harbor'* 
provision, provide CRA credit for certain joint ventures, permit 
special purpose banks to comply in a manner which reflects the 
nature of their business, and eliminate redundant federal and 
state exams. 

We will consider this provision in our CRA study to be 
completed in spring 1994. 
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October 1, 1993 



The Honorable Carolyn Maloney 

1504 Longwoxth House Office Building 

Washington, D.C. 20515 



Dear Congressvoman Maloney, 

On September 23, 1993, I testified before the Subcommittee on 
Financial Institutions Supervision, Regulation and Deposit 
Insurance of the Committee on Banking, Finance and Urban 
Affairs regarding H.R. 962. During the question and answer 
session, you asked me if I knew the amount that First 
Interstate Bank of Texas, N.A. currently has invested in 
government securities. I promised you that I would provide 
you with that information upon my return to the bank. 

Enclosed is the Consolidated Report of Condition and Income — 
FFIEC 031 for the close of business as of June 30, 1993. 
Please refer to Schedule RC-B on page RC-4 for a detailed 
breakdown of our bank-owned securities. The bank's total 
investment in securities can also be found in Schedule RC on 
page RC-1. 

Thank you again for the opportunity to testify in favor of 
H.R. 962. If I may be of any more assistance to you or your 
staff, please do not hesitate to call. 

Sincerely, 



Dianne M. Lopez ^ 
Senior Vice President and 
Regional Compliance Manager 



c: The HonoreJsle Stephen Neal, 
House Banking Committee 

Vickie Stal lings. Executive Vice President, 
First Interstate Bank of Texas 

Enclosure 
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Consolidated Reports of Condition and Income for 
A Bank With Domestic and Foreign Offices— FFIEC 031 

(930630) 
Report at the close of business June 30, 1993 nmmr 



This report is required by law: 12 VS.C. §324 (State membtr 
banks); 12 US.C. §1817 (State nonmember banlu); and 
12 U^.C §161 (National banks). 



This report fonn is to be filed by banks with branches and con- 
solidatfd subeidlarias tn US. territories and possesdons, Edge 
or AgreenMnt subsldiariei, foreign brsncnes, consoUdatcd 
foreign subsidiaries, or Inttnuttonal Banking Faculties. 



NOTE: The Reports of Condition and Income must be signed 
by an authorized officer and the Report of Condition must be 
attested to by not less than two directors (trustees) for State 
nonmember banks and three directors for State monber and 
National banks. 

T Dennis Steen, Senior Vice President 

' Nanw and Titla o< OMear Auttwrixad to Sifn Rapoft 
of the named bank do hereby declare that these Reports of 
Condition and Income (including the supporting schedules) 
have been prepared in conformant wim the mstructions 
isstied by thc/jS^bpriate Fed«aK^gulatory authority and 
are true to ^ b^ of my knpf^yp^ge and bdlcf . 




Tilt Reports of Condition and Income are to be pr^ared in 
a ccwd ance with Federal regulatory authority bistructiona. 
NOTE: These instructions may in some cases dilfiir from 
genenUy iceeptad accounting principles. 

We, the undersigntd dirtctoci (trustees), attest to thecorrsc^ 
ness of this Report of Condition (induding the supporting 
schedules) and declare that it has been exasiMd by us and to 
the best of our knowledge and belief has been prepared in 
conformance with the instructions Issued by tiie appropriate 
""* — I regulatory autiiority and is true and correct 



Datao<SipuiMft 




For Banks Submitting Hard Copy Xepoit futam 

Slate Member Banks: Return tlie original and one copy to the 
appropriate Federal Reserve District Bank. 

Slate Nonmember Banks: Return tlie original onhr in the 
speda/ rchirn odtfrcM cmwbpr prooidetf. If express nutil is used 
in lieu of the special return address envefope. return the 
original only to the FDIC, c/o Quality Data Systems, 2139 
Es^ Court Crofton, MD 21114. 



National Banks: Return die original only in the ^peds/ rKum 
erfrfrcn SFioriops prvoJM. If exprasB mail is used in lieu of the 
necial return address envelope, return tiie original only to 
the FDIC c/o Quality Data Systems, 2199 Spey Court 
Crofton. MD 21114. 
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1.b.2 

l.e.1 
1.C.2 



45,071 l.d.1 



42 


i.d.a 


3 


1.d.2b 


3,898 


1.dJ 


112 


l.d.* 


918 


1.d.S 


4 


l.a 



(1) Ineluda* Incarwt tneaaM an tiaa Mrtif la 



Kit nM bald fn tradint ■ 
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first InMrtwe* tank of 7 
f.O. ■« SM» „„ ,^ 
TX 77253-132* 



cad D«t«t 06/30/93 
• tOi D 



Transit Nu^Mrt 11300106 

Scheduls RI Continuvd 



1. tM*rHC incDW fnftflmaO 

f. Inf-rv^t iKau fadarai hnA sold and aaeurltlas purchaaad 
u^ir tgrr^Hia Fd maU In dea«8tle offieaa of tha bank UNi 

ird af Ell Edfla am Airawiant subaidlarlas, and in IIPs i020. 

f. Total Intarait ificcM (sua of itaaa l.a through 1.f> 



4107. 



ST-K: 48-377B 

CUT: 24344 



Taar-to-data 

1,484 

138)948 



10 II- 

4 



2. Intaraat _^ 

a. Intaraat on dipasitat 

(1) Intaraat on dvaslta In deo«atle offieaa: 

(al TrvwatTkan KconCi IW actfluiti, aTS pcroLntar •« 

i«(«0iDn* prti prtMThor>ic4 xrwimltt- acnuHa] (SO. 

(t) Imcrinaactifln vcCdUici: 

{1J nanwf aarlttt liapQaif occfcrita (PfC^iJ, 4SW. 

C2J atHof *pv1n(i dapmftt 

C}] flH carti^Tcaifc* uf dapoaft at 1 IDO.DOO flr porT^ilyi 

t*1 JILL otAar C^pv daO0*lTa _ 

<1J Intarait « dapcalti In twa i ifTatf I ea*., C4^^4 
AnrawiC vutMk^rariai, ird [|Ft_ 



b. EKp*n»q 0^ fHhral fvil> ^A-ctiaud ind locurlnai leld mk^ 
flgrawiti T4 rapurE^ua in duMcIc afflewi V tH* tank irri 



It a;AaLdfB4-i>«, and In ltFi_ 
V,»^ Tn 



ef ill Edfft ard Agi 
e. miaraaT en dapvr^ 

■lltar bni^cimad aanav , 

d. Intarnt tn aH-cfaot Fndabtadh**' and abli«alian 

cjplLaLdad ti 



a. Iniaraac an wJnrtl hnai ad nam and da6*rtMra»_^ 

f. Toral iniaraaC aapanH ivM <■' ICa^ 2. a UU'oufl^ ^-'1^ 



6,029 



"«1>. . 


?'!22 


4174. . 


iJJI! 


i>7l. . 







846 
232 


^071. . 


175 
44,441 


4200. . 

"ton, . 



I (Itaa 1.9 alnu* S^'3_ 



94,507 



2.a.1i 

Z.a.ll 
Z.a.ll 
2.a.1l 
Z.a.ll 

2.a.2 



2.b 
2.e 



2.d 
2.a 
2.f 



«. ^rovlalona: 

a. Provision for loan and laa>« laiaaa_ 



b. ^rovlalon for allocatad cranafar t 






3«600 




4.a 

4.b 



S. Hr^Tnraraat fncn: 

t- iricw frm Hoj^l^ry act1**irlaa_ 



iJITl. 



H- Bcftar fBr»ipT Eranaaccicfi taina tla^ijai 

• . 0*lJ^ {LMaas] v4 1*r* troB auata h*ld in iradlnv 

CSl OtJiar^ t*a IneaiB^ 



_*a77. 

>tD?, 

iioa, 

) on aaeurltlaa not h«ld In tradint w:^^,J<,^.%^_^ux9^ . 



<2> ALL «h*r noftifnaraat Ineww •. 
, TdcaL rwifnIvaaT Inena ta\m -of f 



*t'Mt 

2,572 

7,404 
2,781 



58,375 
140 



S.a 

S.b 

5.e 

S.d 
S.a 

S.f.l 
S.f.2 
S.9 



7. Nonlntaraat «Kp«na«f 

a. Ularl<« and 4 



iaf[M_ 



4139. 



b. E^p#^tt ni p^tfllaaa ar4 ffv*4 a&aaia Cnat 9+ r^ul In 
<u£ludir« 9>L>^i*9 and ^plvr«v baiwffta and aortiata 



■ at 4t*A 7. a ctirouih ^-C^. 



48,643 



17,782 
36,269 



i02,694 



7.b 

7.8 

7.d 



8. InCtMm Ci^a} baforv fiKma taxaa ind catraordlivrT li^ and 
4th*4^ adjuabintB {f(v 3 p^w «- •ind it^ 4. a. 4. ft. S.«. 4. 
and 7.*) >»1 ' 



9. Applleabla In 



46,728 
8,341 



10. IncflBM (loos) bafora wt^TtOfdi n«Tf iCaiB art ath*r adJkatMi^ta 

(lt«a a alnua Wi ^M- 



38,387 



Oaserlba on Schaduia II-I • laplanatlons. 
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Mr.t IMW.t.t. iWk W T.*m. » CIl ».! 06/10/»S n-K> aJTTB Kltt Ol 

MMi!! n 77233-3326 V*«tor 10: D CUT: 24344 ^ 

Tranilt Mater: 11300106 

Scheduls RZ • Continued 

. toUw- i*MH» ih T 

11. EffCrMTdlna-ir Umm W4 a^ir idJiatHntl; 

a. ExTraw-dlHTT U^ tt^ fl^htr idiiiltHnTt, flmi of i^^va ll^ft TMr-te-datt 

t„„ . '-no^ . 30,635 

b. AppUubt* i«i« [nrtliMlt.*} - . tn> • ( 1,085) 

e. ExtrMTdlMry Ium tod «h»r ■dJuCmnT*, r«i af 

ineoM taxM (ftw n.a niivt ll,b) ^120- 31,720 

12. tot ineoM (loM) <m of ftM m — -n ^» *^ 70,107 

Maaoranda 

^ ^^ . Pot tar *MHjtft Tr| 1 

1. lK«rrtc u^rtM ^ncuri-<4 TO EM-ry (K-vWt iKU-IMn. lum, «rd taisvi ^t^LrKf |U£ TMr-»'dlU 
tftv MjfUBi l«*, ih»< ii nol dvx^tiu* fw f«taf-L inc™» I** (bif^p^uft *513h • 416 

2. Hot mi(c*blt ■ 

3. Eiit^iad faraivi «« credit IriEluihd (^ ippLlubLt 1rnJ»« tAut^ 1(^ 9 *na Il-b 
*bo« . '^ • 

4. Td h ■^^>LaE*d an^r ^rv bv^lu u4th (1 biUi^ m- iwt in (nial usfltii 
T«»AL* aqui^alan 4dii-ciotfif Tc "InCQM Tou) btfiH-a Inecw tun *m uti-aordl narr 
It^ wd DT^ar adjiatmnl*'' tlTta atoval . 1IU. . 1,666 

5. flw^r *f hjH-ti** -^(rtlwit avlKT*** Wr^i *t *"* •' M-rwit p^laJ frokfid fe bifefC 
,».r«t a»l. nL-»rl "S^' • 2, 810 



ll.a 

n.b 



li.e 
12. 



w.l 

N.3 

N.i 
N.S 



Schadule RZ-A - Changaa in Equity Capital 

Indicae* dac ra— — and louas in paranckMas. 



1. TAcaL aviitv H|i4i4( orlACnaLtir 
Cvidl tipn *Ad InCflH 



■ 11 tW2, Itporii af 



1 Rvwtt «f ]n 






2. EqU^EV capital HljL^a 

3. riBiiilBl baLtf» wri c^ prwiBkM calaf^r ynf turn vt Tl«« 1 Vd J)^ 

4. nc iitt^ f(«>l tB^t tquiE SOMkita BIh 1t«i 17! 

5. SaU, evwraion^ «quJ4U(tfi, *r rvtlrvpv^ at c^flsl itftrt, "«„_ 

6. CIW«H incidanl (* bu»1r«* mdcfnAilana^ n«l 

7. LESS: CMh dlvldmA ^rcl^rad on prtr*rr^ atack 

•. Less: Uah dlv1d«A daclarvJ ** cfl^sn atwt ^^^ 

9. CtauUclw Hfaci ol ctunQM In aKw^Elnf prine+pio »«• prior ynra • t*t* 

Iwinjctin ^ar ihia Kii*dLjL*J. . 

10. CMn-wEJHH o* vt^lAl **co»#iftrn B-rnrt froo ptii^ Y«Ara * Ci« >n*tfu;Tfo« for 

VtU Kha*il*J____ , *^^^' 

11. 'Caar^a in nvt ifui^lli 






_4vn* 



Fvt ifui^llud lo«a H^ br«*(abla xriHey 

12. roralm Brr*«¥ ir»»i*l1-* ad]k«twFrt^, 

13. QilM 



44U. 



ih paj-onr hbldlno uaponr * <f*t inrti^tad Sti (ii«a 5, ^* V 

.b™^ **1'- • ^ 

U. Total aquity t*("l ond of ci^-rtni pariad t*»- ** It^ 3 mffci#i 111 C««T -»*l 

Sdiadula «e, Icaa Z8] ^'^'"'- • 
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462,838 









462,838 




70,107 









•11,170 


6. 





7. 





8. 





9. 





10. 





11. 





12. 


22»248) 


13. 


521,867 


U. 



Daaerlba on Schadula RI-E - biplanationa. 
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cad D«t*t 06/30/9S 
Vandor tO: D 



tr-VCt 4«*S778 

CUT: 24344 



Ftr«t Int*r«Mt« lank of Tama, NA 

9.0. SM 332* 

Mauatan, W 77WI-3SM 

Tranait Nuitert 11S001M 

Sch«dul« RZ-B - Chargs-offf and Rttcovttrlei and Changaa in Allowanca 
for Loan and Leaae Loaaas 



^•sa II* ( 



Paxt Z • Charga-offt and Raeovarlaa on Loana and Laasaa 

^■rt I axeludaa diarga-affa and racovarfas through tha allocatad tranafar riak r 



Z486 <• 
Dollar too^nt fr T'tTWr^ 



1. Laana aacurad by raal aatatat 
a. To U.S. addraaaaaa (dom{eUa)_ 



b: To non-U.I. addraaaaaa (domieUa) 

2. Loana to dapeaftory Inatftutiona and aceaptaneaa of 



■-calandar yaar«to*data-< 



(Colian A) 
Charaa-offi 



(Calum 1} 
Bocovertoa 



.4451. . 


1,861 




4661. . 

4662. . 


1,840 



l.a 


4«52. . 


l.b 



a. To U.S. banka and othar U.S. dapeaftory 
Inatttuttona 

b. To forafgn bank a 



3. Loana to finanea asrieulttjral production and othar 
laana to far 



_4654. 
_4655. , 



4. Cwaarcial and Induatrfal loana: 

a. To U.S. addrosaaaa (doaiella) ^4645. . 

b. To non-U.S. addraaaaaa (doafcila) ^4646. . 

5. Loana to {ndlvfduals for houaaheld, fwily, and othar 
paraonal axpandfturaa: 

a. Cradft carda and ralatad plana ^4656. . 

b. Othar (ineludaa singla paywnt. {natallaant, and 

all atudant loana) 4657. . 

6. Loana to foraign gevamMnta and official inatitutiona_4643. . 

7. All othar loana 46U. . 

a. Laaaa financing raeaiviblaa: 

a. Of U.S. addraaaaaa (domicila) ■ ^4658. . 

b. Of non-U.S. ad 



•a (doaiella), 
9. Total (auB of itaaa 1 through S) 



_4635. . 



3,187 




313 

465 


330 





6,156 



4617. 
4618. 



4667. 
4627. 
4628. 



1,912 





46 



46 


4,330 



5.0 



406 

6. 
80 7. 



S.b 



8.a 

S.b 



Memoranda 



To ba eoaplatad bf national banks only. Ciaailatfva Charga-offa-- 

1. Oiarga-offa and roeovorioa of Special -Catagory Loana, Jen 1 1986 through Dec 31 11 

aa defined for this Call Report by the Ca^>troller of tUB. 

the Currane v 



Dollar Awxwte in 



■ •--•Cumulative' Recoveries-- 
9 Jan 1 1986 through Report Oete 

RIAD 

4784. . 1,441 



neanrwIiM itmm 2 and 3 ere te be coveted 

by alt banks. 

2. Loana te f tnence c— ircial reel eatata. eonatnietlon. iUS. 
and land developaMnt aetivitiaa Cnat aeeurei^br real 
eataca) included in Schedule RI-S. part I. 

Iteas 4 «d 7. above ^ ^5409. , 

3. Leans aacurad by reel eatata in dea«atic offfcea 
(included in Schedule II-I. part I, itaa 1, above): 

a. Censtnietlen and land daveloaasn t 3 582. . 

b. Secured by faralend_ 



e. Secured by 1-4 faaily reaidantial propartiea: 

(1) Revolving, open-and loana secured by 1-4 
faarfly reaidantial propertiee and extended 
wider linea ef credit^ 

(2) All I 



■ loana secured by 1-4 faaily 
reaidantial prepertiea_ 



d. Secured by aultifaally (S er aare) residantiel 
prope r tiaa 

e. Secured by nanfara nonreaidantial ereeartie a 



_5411. . 
_5413. . 



"S 




436 



60 
686 



RIAP 

5410. . 

3583. . 
3585. . 

5412. . 
5414. . 

3589. . 

3591. . 



"? 


N.3.a 

H.3.b 





H.3.e1 


104 


N.3.e2 



1,094 


N.3.d 
N.3.e 
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PI rat lnt«r*tac« tank of Tmas, NA Cad Data: 06/30/9S ST-K: 46-3778 PPItC 01 

r.O. lox 3326 Nft ll« S 

Houston, TX 772S3-3326 Vondor 10: D CflT: 24344 

7 
Tranait Nuiter: 11300106 

Schedule RI-B - Continued 



Paxt ZZ. Changoa in AUoMonea for Loan and Loaaa Loaaas 
and <n Allocated Tranafar Rfak Rasarvo 



Dollar Aiotjpn 1r -Tinimpi^ 



(Colunn A) (Colunn I) 
Allotwnca for Loan and Laaaa Allocated Tranafar Risk 
^o**— Ess 



1. talanea originally reported in tlia DecMter 31, 1992. g. 
Reports of Condition and IncoM ^3124.. 74,304 3131.. 1. 

2. Racevarlas (colum A wat equal part I, itaa 9, 

ca(k«n i above) ^4405.. 4,330 3132.. 2. 

3. LESS: Charga-offs (eetum A wet equal part 1, itaa 9, 

ealum A above) ^4635. . 6,156 3133. . 3. 

4. Provision (colum A wst equal Schedule RI, itaai 4.a; 

eelum I rauat equal schedule Rl, itaa 4.b) ^4230. . 3,600 4243. . 4. 

5. AdJuatMnts • (saa imtructiono for this achadula) ^4813. . 506 3134. . 5. 

6. talanea and of currant period (sua of Iteaa 1 through 
S) (eelum A oust equal Schedule RC, Itaai 4.b; eolum I 

■uat equal Schedule RC, itaai 4. e) ^3123. . 76,584 3128. . 6. 



Daacrlba on Schedule RI-E - Ejiplanationo. 



Schedule RZ-C - J4}pliceble Income Taxes by Taxing Authority 



Z489 <- 



WUr t 



1. Padaral ^4780. . H/A 1. 

2. State and local 4 790. . H/JL 2. 

3. raraign ^4795. . H/A 3. 

4. Tacal (aui of itaa* 1 through 3) (aat equal sua af Schedule II, iteaa 9 and ll.b) ^4770. . N/A 4. 

SItt 

5. ••farrad portlen of iteai 4 ^4772- . H/A 5. 



72-^448 O - 94 - 7 
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First tntcrstatc Bank of Texas, 

P.O. Box 3326 

Houston, TX 77253-3326 

Transit HuHber: 11300106 

Schedule RI-D 



Call Oato: 06/30/9S 


ST-BK; *«-3778 


"lEC 031 
»»»9t RI- 6 


Vandor 10: D 


CEXT: 24344 





Income from Zntematlonal Operations 



For all banks with foreign offices. Edge or Asrcoaent siitsidlaries. or IBFs yftere intamsCional 
■ore than 10 percent of total revenues, total assets, or net Ini i.f . 

Part Z. Estimated Income from International Operations 



operations account for 



1492 <- 

Dollar ABWtfits in Thousands 



1. Interest incoow and expense booked at foreign offici 
subsidiaries, and IBFs: 
a. Interest income booked_ 



, Edge and Agresnent 



b. Interest expense booked_ 



c. Net interest income booked at foreign offices, Edge and AgreeaMnt subsidiaries, 
I IBFs (item l.a minus 1.b}_ 



BIAD 

_*a37. 

4438. 



2. Adjustaents for booking location of international operationa: 

a. Net interest income attributable to international operations booked at domestic 
offices 



b. Net interest in 
offrces_ 



I attributable to dooiestic business booked at foreign 



c. Net booking location adjustawnt (itms 2. a minus 2.b) 

3. Neninterest income and expense attributable to international operations: 



a. Noninterest income attributable to international operations^ 

b. Provision for loan and lease losses attributable to international operations.. 

c. Othsr noninterest expense attributable to international operations^ 



_4235. , 

^4239. . 

d. Net noninterest income (expense) attributable to international operations (item 3. a 

minus 3.b and 3.c) , tM3. . 

. Estiasted pretax income attributable to international operations before capital 



allocation adjustment (sua of items I.e. 2.e, and 3.d) 

S. Adjustaant to pretax income for internal allocations to intemationel operationa 
to reflect the effects of equity capital on overall bank funding costs 



6. Estiasted pretax income attributable to international operations after capital 
allocation adjustment (sun of items 4 and 5) 

7. Incoaa taxes attributable to income from international operations as estiasted in 
it«i6 



8. Estiasted net incoae attributable to international operationa (Itaa 6 ainus 7)_ 

Kenoranda 



1. Intraceapany interest income included in itaa l.a above 

2. Intraeoapany interest expense Included in itea l.b above^ 



Tear- to- date 

n/a 

N/A 
N/A 



N/A 

N/A 
N/A 

N/A 
N/A 
N/A 

N/A 

N/A 

N/A 

N/A 

N/A 
N/A 



2.a 

2.b 



3.a 

3.b 
3.e 



N/A 



,*««K*'Tf In T>t9wn>)f 



Part -11. Supplementary Details on Income from International Operations 

Required by the Deparonents of Commerce axid Treasury for ~" -^ ^< 

International Accoxints and the ** " «r-i.j^ 1 f — — — ■ i 



U.S. National Income and Proi 



jses of the U.S. 
,ct Accounts 



■t in 



at IBFs 

at IBFs 



1. Intm 

2. Intm 

3. ■onintarest incoae attributable to international operations booksd at doaestic 
offices (excluding IBFs): 



a. Oatns (losses) and extraordinary items 

b. Fees and ether noninterest incoa e 

. Prevfsion for loan and lease losses attributable to intematin 



_5*91. . 
_5*92. . 



il operations booked at 



istic offices (excluding IBFs)_ 



. Ottier noninterest expense attributable to international operationa booked at c 
officM (excluding IBFs) 



N/A 
N/A 



N/A 
N/A 

N/A 

N/A 



3.a 

3.b 
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Ff rsc lnt«r«tac« tank of Tcxm. NA Call Dae*: 06/30/9S ST-K: 4S-I7n PriK «1 

NowBton. TX 77233-3326 VWidor lOi D cnTi 24344 

Transit Miater: 11300106 

Schedule RI-B - E^lanatioxi* 

SdMdula II -E is ta be ea^atad aadi quartar «n a catandv yaar-te-data baala. 

Detail all adjustMnts <n Schadulas RI-A and RI-I, all axtraordinary itaaa and othar adjuatMnts in Sehadula RI, and all 
significant (tens of othar nonintartst incomt and other noninteraat axpansa in Schedule RI. (See inatruetions for details.) 



1. All other noninterest ineoM (fron Schedule RI, it«i S.f.(2)> 

Report MWMnts that exceed 10X of Schedule RI, itas S.f.(2): RIW 

a. Met gaina on other real estate owne d 5 415. . 

b. Met gaina on sales of leans 5 *16. . 

c. Met gains on sales of prasises and fixed assets 5417. . 
Itaaixa and describe ttta three largest other amnrxts that exceed lOX of 

Schedule RI, itas 5.f.(2): 

TEXT U£ti 

«1- **«1: Custoaer SubdIv Fees ] 4461. . 

•• **«: Me^ PPfy^ing ^o^f y ynypnyoM^i^^ fyly 4462. . ( 

f. 4463; 4463. . 

2. Other noninterest expense (froa Schedule RI, itMi 7.e): 

a. Aaortization expense of Intangible esset s 4 531. . 
Report aaoutts that exceed lOX of Schedule RI, itaa 7.c: 

b. Met leases on other real estate owned ^5418. . 

c. Met losses en sales of loens 5419. . 

d. Met losses on sates of prasises and fixed aasets ^5420. . 

ItMixe and describe the three largest ether aaowits that exceed 10X of 

Schedule RI, itM 7.e: 

TEXT RIW 

•• **«*: Data Procassine expense 4464. . 

f. 4467: FDIC Assessswnt Expense 4467. . 

g. 4468: 4468. . 

3. Extraordinary items and other edjustasnts (fros Schedule RI. itoa ll.a) and applicable 
incoae tax effect (froa Schedule RI, itas ll.b) (itMiise and daaeriba all axtraordinary 
Items and ether adjustMnts): 

TEXT RIAD 
•• CD U69: Adoption of PAS 106 4469. . 

(2) Applicable income tax effect ^4486 . . ( 1, 085) 

b. <1) 4487: Adoption of FAS 109 4487. . 

(2) Applicable incsw tax effect ^4488 . . 

e. (1) 4489: 4489. . 

<2) Applicable income tax affect ^4491 . . 

4. Equity capital adjustments from imindid Reports of Income (from Schodule RI-A. 
itaa 2) (Itamize and describe all adjustMnts): 

TEXT |l£ft 

a. U92: U92. . 

b. U93: 4493. . 

5. OMilative effect of chengea in accoiatting principles from prior years (from Schedule 
RI-A, lt« 9) (itemize and describe all changes in accouiting principles): 

TEXT SUft 

a. U94: 4494. . 

b. 4495: .^ *♦«. . 

6. Carrectiona ef Mterial aceoiaiting errors from prior years (from Schedule RI-A, lt« 
10) (itomize and daaeriba all corractiena): 

TEXT ll£ft 

a. U96: *«•. - 

b. 4497: ^9T. . 





1495 <- 




Tear-to-date 
N/A 
H/A 
H/A 


l.a 
l.b 

1.C 


605 
300) 
H/A 


l.d 
l.a 
l.f 


227 


2.a 


H/A 
H/A 
H/A 


2.b 
2.C 
2.d 


4,789 
5,424 
H/A 


2.e 

2.f 
2.9 



( 2,947) 


3.a.1 


. . .• . . 


, 


3.a.2 


33,582 


3.b.1 






3.b.2 







3.e.1 




• 


3.e.2 


H/A 




4.a 


H/A 




4.b 


H/A 




5.a 


H/A 




5.b 


H/A 




6.a ' 


H/A 




6.b 
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First Inttrstatt Mnk of Tcxm, NA Call Oatm 06/30/9S st-Ki 4e-S7ra PPiic bi 

P.O. IM 332i Pm> u. ■ 

ItoMten, TX 772S3-332* V«nder lOt D cBITi 24344 -^ « • 

10 

Trwwit mmiMrt 11300106 

Schedule RZ-E - Continued 
BaiiiL 

7. Othtr trwwutlont Mfth parant ho(d1n« eeapany ifrom Schadult RI>A, ItM 13) (ftM<xa 
•nd daaerfbt all tueh transact fena)t 

a. U98I ^ttwm 9^ gyrptyt tg ll9td1fW 

b. U99'. 

•. Adjustaancs to allowanea for loan and laasa lossas (fros Sdtadula III -I, psrt 11, 

ftM 5) (Itanfza and daserfba sll adJustsHnts): 

iBa 

•• *52i' trinch Hit tTft Lwn ?ttt 

b. «922: Maroa M JaeksonviUa AttoM for Loan Loss 



9. OtiMr axplsnatfena (tha spaca balow fs provldsd for tha bank to briafly daserlba. at fts 
optfan, any othar slgnfflesnt ltoa« affaetint tha Raport of Inesaw): 
Mo eosnant: X (RIAD 4769) 



U98. 
a99. 


. ( 


22,248) 


7.a 
7.b 


4321. , 
4522. , 


. ( 


191) 
697 


•.a 
•.b 






Z498 


Z499 <• 



Othar axplanatlona (plaasa typo or print elaarly): 
(TIXT 4769) 
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Firtt 1 

r.o. MK SSI* 

MMtm, TX TTSS'SSM 



call tattt e«/30/«S 
• 10: D 



cnri 24344 



rrtfc 081 

U 



Consolidated Report of Condition for Znsurod O 
State- Char t«r«d Savings Banka for Jtma 30« 1593 



-cial and 



,M arc to h* ra^artad in tHauaan* af dadart. Unlaaa athamlaa Indfeacad, 
rapart ttia aamatt autatandlng aa of tha laat buiinaaa day af ttM quartar. 

Schedule &C - Balance Sheet 



C400 <• 



3. Padarai fwidi aetd wid aacurltlaa purchaaad widar nriinta to raaad In doHatfe 
offleaa af ttM bank wid af Ita Mia wid AflraoMnt aubaidlarlaa. and In IlPa: 

a. rodaral funda aa(d 

b. Saeurftfaa purdiaaad widar uri— nta to raaatl 

4. Loana and laaaa f Inanelnf raeafwabiaat 

a. Loana and laaaaa. not of tawarnad Im 
(frea Sehaduia tC-C) 

b. LfSSt AUoi 



.2122 . . 
_S123 . . 
3128 . . 



I far (aan and laaaa laaaaa_ 
e. LfSSt Adoeatad tranafar r(ak r a a an>a _ ^_ 
d. Laana and laaaaa, nat af tawarnad tnioaa, 

adawanca, and raaarva (Itan 4.a alnua 4.b and 4.e) 

5. Aaaata bald In trading accaunt a 

«. Praaiaaa and fixad aaaata (inelud1r« eapftaUzad laaaaa) 

7. Otbar raal aatata oimad <fr«« Sehaduia ICHI) 

•. tnwaataanta In i«icanaai Idatad aubafdiarlaa and aaaoelatad eaay 

Sehaduia IC-H) 

9. Cuatoaara' UabiUty ta thia bank m a cca pt a n ca a aiitatand1n«_ 

IP. tntanfibla aaaata (fraa Sehaduia kC-W) 

11. Othar aaaata (fro« Sehaduia kC-P) 



2,723,707 
76,S84 




12. Tatal aaaata (aua af itoM 1 throu^i 11 )_ 



(1) Ineludaa eaah ItaM In preeaaa af callaatlan wid wipaatad diblta. 

(2) Ineludaa tiaa eartlfleataa af dapaalt nat bald In trading aeeaunti 



_SSiilLi 



ASSETS 

1. Caah and balwwaa dua froai dapaaitary Inatltutiona (froa Sehaduia kC-A): 

a. kanlntaraat-baarint balaneaa and currancy and coin (11 

b. Intoroat-baarlnt balaneaa c2> 

2. Sacurltlaa (fri 



638,845 

49,030 
1,604,472 



156,000 




_2125. . 

_2ia. . 

_21«. . 

_2150. . 

_2130. . 

_2155. . 

_2H3. . 

_21dO. . 

2170. . 



22,019 

11,852 

1,399 

93,479 

5,364,590 



S.a 

3.b 



2,647,123 
6,495 

104,680 
29,196 



i.d 
5. 
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First tnt«r«tot« tm*. of Tmm. NA Call tatat 06/30/9S gT-Kt U-STTt PflK 
-Ptt 

12' 



P.O. 9w 3326 ^ ^M^AA ^••ttt.2 

HouiCan. TX 77253-3326 Vandor lOt D ctRT: 24344 



Traralt NurfMr: 11300106 

Schedule RC - Contlnuad 



LU^ILITISS 
13. Dapotlts: 

a. In donastic offfeat (sua of totals of eolunns A and C IQKi 

from Schadula RC-6, Part IJ !»0 4,669,739 13.i 

1> NiPilnier«t-t#*r1fiS MJ ,M3V. 1,470,701 W.t.l 

cn ]n«f.*t-b«Hn« «fl* . 3,199,038 13.i.2 

b. In faraiin gffiftAi Edfla and ky i a ii T siJ» I d I arias , ind <cfif 

IIFS ffrt* Xdttdula IC-E, pP" Jl} n*ft 13.b 

fl} Nontntartit-bvarlrif 4fi3t. . 13.b.1 

fi} lntafa»VU*aHry W3*. . 13.b.2 

U. Padaral ftaids fbrcJusKl ma ■acurHfv uLd kpidw aflraaaants 

to rapurchasa in doaintle brMns «f liia bank and of fts Edga 

and Agfuawnt i^iHE4ljj-1« and \n IIFsj B££2 

a. Fadaral fi^^ pumlMaad . az™ 50,750 U.a 

b. bcurWias Hid VTtoi^ i4<-H«AU " rapirctiaa* M7^ 47,171 U.b 

15. Juaard netas ^Hvd i4 cha £S£ 

1^.1. T^i*^*^^ IMO 15. 

16. Ochfr barratatd t£3t 

MBsy ^^ MSD 1,085 16. 

17. JtoTTiaA* EKfaHta^wti ind DbLlgadtfta undar capUalliad 

lassaa^, »^fl 2,279 17. 

16. MarA't IfatiHry an Kcaprancn i^aeut^ inrf dUEiiindini WJO. ..... . . 11,852 18. 

19. liJ»rdirvcad wr^ JafaafiTurta 33M 19. 

20. OtHM- liabilitlas (fr« Schadula tC Q] HSo 59,847 20. 

21. Total Kabilitlas (SUB D^ tt^ i:S lArau^ ZQ) »t4 4,842,723 21. 

22. Lialtad-Kfa prafarrad stock and ralatad *urpl"„*_ ^J^*^ ^ ^• 

JIQUITY CAf ITAL 

23. Parmtwl pr^farrid stock and ralatad ^Jal ua JOff. 23. 

24. Ci-wacDch raO, 50,000 2t. 

25. Jurplua LwKliMla all iirpLus r<litad Ia prr^arrad aiackj M39 . 952,014 25. 

26. a. Ltdlvidad prvfW aM evE»L raaarvn__ 3451. ( 480,147) 26.a 

b. lESI: l*"t uvaalfiad Iwa ^ ^rk<«*ila a^tV sacuri tt »__«?* , 26.b 

27. Q^iaclv* t»r*[^ -ft^f^M^ trans Larl on ad]<Mfariti m^L ....... 27. 

28. trtal mulcy 'C4fi<tBl fat« of Uan Z3 7hr*ush TTi ^SaTO. ....... 521,867 28. 

29. Total li^l Tcias^ i ml lacf- L I f a pratarrad Block, and v^fty 

capital (sua of i taw 21, 22, and ZB) 3300 5,364,590 29. 



To ba worXmA anly with ttM Narch tapart •# Candltlan. 

1. Indfeato in tha hu it tita right tha n^tmf of ma 
stataBWit balow that baat daacrlbaa th« mf 

f^pr^Bfvfva t*wl «f ai^ltlnft work ptrfarMPd far tha bank »pW) .JUSft 
by iHJafMfHltfit ai[TPrA«L m^Itm-s aa of anr data durit^ 1992__6724. . H/A 11.1 

1 ■ irrhT —W -' mi^il of Ilia b^nk mAkftBd En acurdbnca 4 • Oiroetors' aiwainatian of ttM bank parfenaad by ethar 

tfith «anar>llr a^capcad ludlrinB BtiHlar4 ^ a tan i Mad axtamal auditors (aay ba raquirod by stata diartarint 

pi^Mc BccnFtiJF^ Mr* rtvftii aUtoErr w fwptifi in A* bar* auttiority) 

2 ■ Trdapcndant aijdK b' ih* bvA's parant tvaldlj^ b^wiy 5 - Raviow of tfw bank'a financial stataHnts by axtamal 

tAiTiductad in •a:w^danca ulih fanarallr acc^ntri si^^ilnv auditors 

■ Tandarda ^a c>rTffEDd fnALle auouit En« f Era lAldi 6 - Caaipilatian af tb* bank's financial statawnts by 

h^HiTi a ripDTt on Tha ftfUdLldatad ltoldEn« CE^umr (but axtamal auditar* 

ml an Eh* bar* i^paratalyj 7 ■ Otbar audit proea^jras (axeludinf tax praparation nark) 

3 ■ DLraciort' t»vin>tiiin af Th* hank nnductad In Kcarddnc* 8 ■ No axtamal audit Mork 

Hlch gfefvrBLLr KsapCKJ avlEttnf aimdanda br a c*rtif4ad 
piALtt accau^iinff fi™ <^ ba ra»>irad br ama tharcar- 
Er^ ^chvrtiy} 

(1) Ineludss total liiinii daposits wid nanintoroat-boarint t{a» and aawlnga dapaaits 
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rstat* Mnk of T«xm, m 
TX 77253-3326 



Call Oatt: 06/30/93 ST-K: 4S-3778 

Vandor ID: D cERT: 24344 

riwr: 11300106 

la RC-A - Cash and Balances Due From Depository Institutions 



PPIEC oi 

p»m K- 3 



lats held in trading 



C405 <- 

t in Thou.«nri. 



(Colugn A) 

Conaolidatad Bank 

NM in procasa of eollaetion, w^poatad BCFD 

and cur rancy and coin 0022.. 528«769 

itaaa in procasa of eollaetion and wipoatad 

cs 

incy and coi n ••.... 

t dua froB dapoaitory inatitutiona in tha U.S.. 

brandiaa and asaneiaa of foraign banks 

.uding thair IIPs) ^ ^0083. . 

• coawreial banks in tha U.S. and othar 
iltory inatitutiona in tha U.S. (includina 

• liFa) ^0085. . 78,369 

I dua froB bank* in foraign couitriaa and 

eantral banks «...•• 

gn branchas of othar U.S. banks 0O73. . 

' banks in foraign cotntriaa and foraign 

•al banks 0074. . 49,986 

I dua froB Fadaral Rasarva tanks 0090. . 30,751 

am of itaw 1 through 4} (total of colian A 

■I Sehadula RC. itan 1) ^OOIO. . 687,875 



(Coluon 1} 
Dowas^tc gfficw 



430,009 


l.a 


98,760 


l.b 


78,369 


2. 



49,986 



30,751 
687,875 



3. 
3.a 



idUB 



■ast-baaring balancaa duo froa c 
id in itaa 2, cotunn I abeva) 



-cial banks in tha U.S. 



Dollar Aaaunta in Thousands 
78,339 N.I 
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Flrtt lnt«r»t«to Mnk of Tmm, 
^.0. lax 332* 

7X 77253-3324 



Transit Ikatert 11300106 

Schedule RC-B - Securities 



Call Data: 06/30/93 
• IDt D 



fT-Kl 48-S77» 

CfiTi 24344 



rnic c 



14 



C410 <- 



Exeluda assats hald In tradlna aeeauits. 



Dollar Aanmta In Thni.y ^ 



ConaoUdatad lank 

iUi\m^ A) (Colian B) 



2. U,l. ao»am«*iT Afoncy vd cBrp«rtEt4n 
obtltotiona: 

t. All haLdlngi at U.J. Cjivamwit^ ■ uui 
■dwaranirtd eartlffurvt «/ panuipi 
in poflli 4^ raildtfiTtat 
rT} tiiMd bv THU and FHIJK^ 



and FKLMC lauMi) 

, *li atftir ^ W 

|1) C0Ll*Iar4L47ad Bor^sBiB BbiifftUfft* 

l»Ldd br fWl rd FHUK {tnclkdt 

HPim 

(ZJ ALl gin*!- U.I. I 

agancr v^Llgailona (2^ 

{53 Atl athar U,<, h i n rn—nt i 

ibLltaiioi 



_ir«.. 



3. lacurlt^n Iv^i^d by ttttaa *4 polklcal 

H^dlvfaiw [n Eha U.S. «0Z.. 

p, CanaPBl dft^JBBtlP^ _^^^ 

6. I*vtnja ofctiaiTiarj , 

E. Ir^Mcrlai 4nflLo?vtr an] AtBtiar 
obi [ g4c 1 o n* 

4. mltmr d^^dc datr ucur1tk»E 

a. All SqLd1n«t of pritUrn (i.a.. JV>" 
gnva u M n C-liai^tr dr ■ fiuarmCaad] 
cartirieatn of fHrT ^ c ^ pac E an In pooti 

«f rhftlddntpal ■artgaga* OWa., 

b. All CiTli*/ dcaaatiE dabc taCuTlTLtt; 
tT] fr<¥alalif'<a*i*d eallati'-iMlad 

^jTlvafa ^Ll|a^1** <lTiELudo 

ItOlltA] fWl.. 



{2} ALL eth«r_ 



6. Equity fcacuflTfaa: 
a. rtarhatabE* x^lty 



ritlw 



(TJ twnTnnca In vtual fv4a_ 



3dI7.. 



<1) Ltiij JCpf LfvaaLliad Losa vi 

Hrtatibla *9u1iy »*«*■ 1 1 i«i.^_^*tT 
4. OtlMr aqj^tv tan^iili (IncLidH 

r^dvrpL l^aarYa atoCt] . - M*J 

7. Total <v^ af iLtaa 1 tjU'm^^ A} CtaCal b* 



ncro 
«41««53 0401.. 



244. e« 9 3761.. 



114,546 3763.. 
432,127 0605.. 



wtic Off icaa- 
(Colian C) 



33,142 5362.. 

102 737 5364.. 

4,030 3636.. 



171 



3636.. 

3640.. 



|{^ In SLooiainr 



30,3»9 
l,«04,i7S 
ilfy f«f^ ^aarkat valu* of aaeurltlaa." 



653,417 0400.. 



641,653 1. 



249,717 


3760.. 


244,689 2.ai 


\n:ili 


3762.. 


114,546 2..2 
2.b 




3764.. 


410,301 2.bi 




3765.. 


21,926 2.h2 




3766.. 


2.hS 


1,065 


3767..* 
376B.. 


■ ■ ■ *?? h 




3769.. 


3.e 



4.a 



32,907 




171 



30,399 
1,630,570 



5361.. 
5363.. 
3635.. 



3637.. 
3639.. 

3641.. 

3642.*. 

0390.. 



4,030 5. 

6.a1 

171 6.a2 

6.a3 

30,399 6.b 

1,604,472 7. 



in In 

T^ t 

■ortf aq* ' 

ifta rannaaa^o vaUtv iudiorllT- . . ^, , . ^.. , _ 

tii iKdtfaa IhLL tuolMOK AAln1olrBti4^ "qd«rao(*ad Lean ^ool Cortlflcataa," U.S. NaritlaM Adafnlatratfon obllfotlona, and 
hpoTT-lifMrT lan« pari tcl patian cart1ff«tn» 



fvludoo vblEaatlitfia <Btfw Eh«^ cart^fleatao of participation In poola of raaldantlal aortgavaa, CNOa, and ROIICa) laauad by 
** ttrw CrodlF tyacs th« ffdaral K^ L-un link tystoai. tha Fadaral Now Lean Nortgaso Corporatlan. tha raderal National 
lortfBft AuKiotiiTh iivt UnmKi^ CdrporBclon^ lasolution Ftaidlng Corporatlan, ttia Studant Loan Narkatlnf Aaaoclatlon. and 
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PtrM ImarsuM tank at Tans. N* Call Omtmt 0«/30/«S gr-Ks a-S77l P?lic OSI 

r.O. tan SSI* ^ «,.^- >••#■€- S 

RmtM. TX 77253-SSl* Vwdw IDt D CBITt 24344 

15 
TrMft Ikater: 113001M 

Schttdule RC-B - Continued 

ItaBoranda 

ni'ii- r-~i-Ti 1i TTnnrfji 

— eensetldatad tank — 
■oofc Vatua 

tcro 

1. ria^ad Mcuritias 0*14.. 260,693 11.1 

2. Natvlty and npHcins data for diM sacuritias (1,2) (ascludint thoM <n nonacerual 
statua): 

a. Fixad rat* dabc aacurltiaa with a raaainfnt aatuHty «f: 

(1) Thraa ■oncHs or laM ^03*3. . 40,258 N.l.al 

(2) Oww thr« aantha tJir«u#i 12 aonths fOU. . 151, 612 N.2.a2 

<3) 9mr «w ymr thr«u#i ffy« yaars ^08*5. . 583,326 N.Z.aS 

(4) Ow«r f fv« yaars ^0844.. 553,286 N.2.a« 

(5) Total fixad rata dabt aacuritlas (sua of WBrwdai (taM 2.a.(1} 

throii^ 2.«.a)} ^0547.. 1,328,482 N.2.a5 

b. Flootfnt rata dabt aacurltiaa witH a raprieint fraquancy of: ■ 

(1) Quartarly or aera fraquantly ^4544. . 204,295 H.l.bl 

(2) itowwally t aer* fraquantly. but lasa frwfMntty than quartarly ^4545. . 41, 125 N.Z.bZ 

(3) Ivory fivo yaors •r aer* fraquantly, but laas froquantly than annually 4551. . N.2.b3 

(4) Lasa fraqjantly than avory 5 yoars ^4552. . N.2.b4 

(5) Total floatint rat* dabt aoeurltia* (aua of Hmmrwrdm itaM 2.b.(1) 

through 2.b. (4)} ^4553.. 245,420 N.2.ta5 

c. Total dibc aacurltiaa (sua of Waaarandua Itaw 2.a.(S} and 2.b.(S)} (auat aqual 
total dabt aacurltiaa froa Schodula IC-I, aua of (taw 1 through 5, colum A. 

■Inua nonocerual dabt aacurltiaa Includad in Schadul* K-N, itan 9, colum C) 393. . 1,573,902 N.2.C 

3. Taxabl* aaeuritas iaauad by atataa and political aiMivisiona in tha U.S. 

(includad in Schadula «C-i, itan 3. colum A, abova) ^0301. . 800 11.3 

4. tabt aacurltiaa raatrueturad and in eoaplianea ulth aodifiad toraa (includad in 

Schadula «C-t, itaas 3 throu^i 5, colum A, abowa) ^5345. . 11.4 

5. tabt aMuritias hold far aala (includad in Schodula K-8, itaw 1 through 5, 

eolum A, abovo) ^5344. . M.5 

4. Plaating rat* dabt aacurltiaa irith a roaaining aaturity of on* yoor or loaa (includad 

in NoMrandUB itan 2.b.(S) abow*} ^5519.. 1,035 N.4 



(1) Cxeluda aquity aacuritiaa, a.g., invoataants in autual funda, Fodoral laaorvo atoelc. coaaan stock, and prafarrad stock. 

(2) Haanrandw itan 2 ia not applieabl* to savinga banks that auat coaplot* at^^laaantsl achodulo tC«J. 
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tint lnc«rst«t« Mnk of Tmu. 

P.O. Im 3S26 

MouiCan. TX 772S3-3S26 



C«ll Oatt: 06/30/93 ST-K: 

Vandor ID: D CERT: 

Transit Nurtwr: 11300106 

Schedule SiC-C - Loans and Lease Financing Receivables 
Part Z. Loans and Leases 

Do net dtduet the alloHWKt for loan and laasa lossas froa aMunta reportad fn this schaAila. 
of ««wam«d incoms. Excludo assets hold in trading accounts. 



; M-3778 

24344 



FFIK 8t 



Raport total loans and lasias, int 



1. iHU »«i;)ur«d by rwi asTa?* 1*^^>- ' 

Sr ConatructiDfi *nd l^nj dtwloptant , 

b. lacurtd bv tanilArd CEfvLudlng farv rnLda^iiaL and 

oiH*p tapr rrf lan^' T 
t. lacurad tj^ 1-i faaHv r«l*rrtTHL prflp»rt1«i 

El) tavi^lvTfifl, upwi-inj Inna Hm^td by >"^ faailY 
r«fdant!al prr«gvTf« ind Kltndvd mMr LIrw 

of cradit . 

tZl All oiftar loans i^curad by l-t fwHT 
rati^nrlaL prop*rTl«*: 

ta] 5«irupad by first \^wvt. . 

Cfa? 5acijr«f by junlftT lieni _ 

d^ fsAtrcd b^ hj L T i rami 1 y t! or ■(vT)raiidtnFl*l 

proptrTf m. 

*. Sacurad br nBTLfara nanr« i dvnf Ta^ profurciaa^ . 

2. L«na (4 dapDaTtary f n T ^Tue 1 VVt 

a. Ta csnoarcl*! banii in tha U.J, 

{1} 7o U.S. br*nehM *«( aginclai oJ Inf * i jri tiiflln_T5(JA - . 

{2} To Dthar cw^^fdai banlu In th* \i.\ . T507. . 

6. Ts ftcptap dapesEtory i™HcijTlona 1n th* U.S. tSIT. . 

e. To bai*» In faralan cDtfUr^n 

^1> Tq f[ir»1^ branclwi of otlur :}+!. banks ^_15t3. . 

(!J Ttt flti5»r 6*^lt* In torti^ cwattrl** TSIfl. . 

3. 1.(nn4 TA firiaiKt aarlcultural proii^i^itn tiva other 

lo«4 cb f#f«pi.^ ^ ISBQ. . 

4. riM ir-1il and fndultj-l4l la<m 

Tn U-Jr (rfjdrassaai fdoalcUp] ^^tf- • 

b. To fmfi-U.S, addraaaaas fdt^fctLaJ 17*4. . 

5. Jtu:fcp«nc«A of o^J^ar bamka: 

s, &f U,J+ hanfcs l7Mt, . 

b. ■Of '(KTf^ banka_ 1?^?, • 

6. ldh to IndlyfdkH^a '?< hmdritdld, fanflr. wt iiili«r 
lal upandlturvs [l.t. , cfnuAar loina) [Incli^jc^ 



I. CradH csmt wid f«LaT*d plarv (livltdf* enact 

crtdll a™J flihfcr ravoUlm cridiT pl#ftiJ^ iOW* 

b. Othir l1neLi«^« air^lr psysitnti FrataMwit, trd all 
>n^t laanl W^l- 

7. Low t4 -fgralgn j u ^a n pia n ti ard sff {£lal Inatlluf Eant 
(Iruiudlrw fvr*\^ eantral bankiJ BB1 , 

8. at>litat1ons {othar th«fi Mu^lTEaa and Itaasa) 4f 
«TotH vd pol1t[«l tcddlvlalitfw in th* U,l. ClncLulaii 
■■nrptBd IrdMtrfaL 4v«*I«p— it 4btifactB«): 

». Tuabt* obll0atlDr4 M53. 

b. TiB-p^^^T obllBBtio na 



9. ( 



*. Laana 



b, AIL OUWT l4I 



fqr turchaalnt OT GSTryi'V 4«mril1«d ISACUrad 



1563. 



10. Laaaa flnpnc^ng rac*(v«bi«> Int at inaamad >ncon> 

a. Of Ll,l, KUrrta«aa (daalcfEa> ^^Vt. . 

b. Of non-U. $. a41rausas CdnaJDhlO .21"- • 

11. uni Any maamcd 1rv(^ an loans raf Lcctad in ll^a 

1-fr .^ ZID- ■ 

12. Total loans and la^Mri^ nst of wiaam^i Incc^a <Sia q' 
1t«M 1 TbrE*u^ ia a^rius im ^^} f total af caLljp A 

■ust fntat idwdUl* RC, lt» *.*J^ ^112- - 













C415 <- 








ClDU.r J 


UoLTLt 


m TtlAjurek 


{CqLl« *) 
carnal (daTtd »anli 


&£QS 


(CdLJir 1) 




S«9, 


344 


1*15. . 


io6,767 


l.a 






U20. . 

1797. . 

5367. . 

5368. . 

1460. . 
1480. . 


6,988 



252,779 
37;i48 

42,416 
429;i46 


l.b 






t.cl 






1.c2a 


* 




Left 






l.d 


. . . . 


. . 


l.a 


1, 


d 


1505. . 

1517. . 
1510. . 


li 


,458 


2.a 

2.at 
2.a2 


2: 


2,000 
7,865 


2.b 
2.C 






865 
089 


2.cl 


7. 
3, 






2.c2 


1590. . 


3, 


,089 


3. 


^'"1: 


III 


1763. . 

1764. . 


^'^": 


111 


4.a 

4.b 








1756. . 

1757. . 




8 


5. a 

S.b 






1975. . 


268,113 


6. 


66, 
201, 


,550 
,553 


6.a 




. 




6.b 





2081. . 







7. 


si; 


Ml 


2033. . 
2079. . 


bI'MI 


8.a 
8.b 


208, 


r967 








9. 




1545. . 
1564. . 
2165. . 

2123. . 


5,512 


9.a 


• • • 




9.b 


* • • 5, 





10. 
lO.a 

lO.b 









11. 


2,723,707 


2122. . 


2,723, 


,707 


12. 
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ririt |nc«r«tac* Mnk •t T« 
^.0. lax 33U 

re 772S3>SS2* 



Call tatt: 06/30/95 
WidMr IDt D 



Transit NuMbcr: 11300106 

Schedule RC-C • Continued 
Part Z. Continued 



ST-«Cj tt-S77t 
CCRT: 24344 



MIEC 081 
rattle- 7 

17 



Memoranda 



Dot tar <iw>mti \n TliouMn.i. 



1. CoMwrefal papm- includad In Schadult RC-C. part I, 

2. Law ard luui rrtTru:lty^«l and in conplianet tiith 
pv4i «4 rlntLi^ri In $Fh4iLa RC-C, part 1. 
atewlE 

Bl Loafu atcurad by rwti v^nEa: 

<1> 7( U,J. aaSTHitn EdulciLa). 

[2) to non-y*^ aUJptaaam i*ri<1l*i, 



Rcro 

1496. 



1af7. 
1411, 



(Coium A) 
«aHdatad Rank 



Loarw ta f1ri*«# a#p1 eul turi I ^f'cmta i I^Tand attir 

c, CMMrclat and IndntrlaL Luanat 

(U To U,S, *ddr«i*ti (da«<cfl>} . ._ 1^^* 

(2> to non-U,1+ *iVa*»*«a {4B«fEll*J J^TiW^ 

d, ILL BChar leaw cvcel^ t^aru t« Ip^tv^OMl* fv 
hm^rtaLd, fwily, arvf ^rhar pananal Mpw^l TUr*a}_ 1A1S . 

a, L<o*« financint rKa^vabL**: 

Cl] Ot U.S. addmiaat is^ied*! .17»- 

C2} 0* non-Lt,S- *tlf««fc» <Ba»fc11aJ 'J^. 

r tDtai (HI *f BaMj-4fidi» Itav Z.a tnrw^ 2h#3 1414. 

3. JItCuriTT «nf raprlclPf ^ta foF' Loafn mrd laaaaa {1 

(cxeludlno thoM fn nonaeerual statua}t 

a. Fixad rata loana and laMcs with a raaaining a»tur1ty 



t1] Tttrt* Bsntha wf ta*t 
£+1 O^wr fiv« r*art. 






CJl T*iil fij*4 ^4E* Taani and i«»« iiLS vt 

Itoumlw it^( Sra^d] l^^DU^ 3ra,<M} SSSB. 

FlHilm rata tMna "i* a raprfdng frwuMfCr *'i 

CU <^*prT*rlif ar hi-o frpm^^tl? .■*'l**- 

(Z3 *»v*nt "■ «■■ fraqu^nTlT, bit ian 1 
Than fluart>rly_ 

13] tM 



Traquantty tnan wuaLl 



t4) 1.Mt fra^jantlr t*" »vrr> fh*a f»iriij 
m TvtMi rcoaElng rit« Lovu Ch» a^ ir 

- ttw« J-b-d) tftr«j9(* J.b.KJl , ^547. 

, total Ion anfl l»4*"» [at* a+ ««»rani^ ie^ 
l.B.cai and 3.b,t5)} [fc^ai *v\. th* *^ *rf "lal 
iMm ifid (aaaaa, ntC, fr^a Xehadu^a tC-C. p*rt [^ 

Hrt I, Icaa tt^ afna caiot nanaccruaL Loam w^ 
l«*>ft fm ictiadul* K-i, of EtiH thrw^ «j 
uluin Ci . ."•*"- 



4. Law 14 finwv* c^^>^ciaL raaL aitat*, cnTMft^an. 
and land dawto^vn *rt1w1i(aa [nal vwM^ml t^ «•! 
Htafa) Inclkdad fn b^>AJla K-C, part I. Tt«« A and 
f, eeli^ A. paia K-t it^ 

5. Lawn *4 l>*a*» hald fv »■* MncLiAd In 
tchadula K-f. iwrt , abvnl 



ir#fl by Jlr^t Lltna 



A. JtdJdfifaLa rata clwvd^'^vl la 

on 1-* fiaay r«1d*Hial proportlao {inc^vi^ tn 
I RC-Cf parT 1, Utm T.dl}(a>, opluir t^ 
I RC-4] ^ 



(1) It^urvdia 1(«* It Mt ifvlfcaDlc I* tvinfi banka that auat 

(2) Imludi i9mm SMurad by rMl astatt thM ar* fneludad in 



61,930 
115,468 
52l'887 
179,583 

878,868 

,759,119 

66,006 

i 

,825,125 



58,862 

22,813 



(Colum B) 

j2ssail£-Sl£i£siL- 



8 


N.2.a1 
N.2.a2 





N.2.b 


s 


N.2.e1 
N.2.C2 





M.2.d 




8 


N.2.a1 
N.2.a2 
W.2.f 



N.3.a1 
N.3.a2 
N.3.a3 
N.3.a« 

M.3.a5 

N.S.bl 

N.3.b2 

M.S.bS 

N.S.bi 



2,703,993 N.3.e 



N.4 
N.S 



S370. . 14,300 N.« 



tdMduta RC-C, part I. tcan 



tdiadtila RC-J. 
1. eelum A. 
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First Inttrttatt Bank of Ttxaa, MA call Data: (M/30/9S tT-lKi «8-S77B MIK ai 

Nauatan, TX 77M3-3326 Vandor IDi D ant 24344 •■--».« 

Trarwft NuriMr: 11300106 

Schedule RC-C - Continued 

Part ZZ. Loans to Small Businesses and Saall Pazaui 

Sdiadula RC-C, Mrt tl is to ba raportad only Hfth tiia Juna laport of Candftlen. * 

liport tha nuHbar and anoint currantly outstanding as of Juna 30 of buafnass loans wfth "original saounts" of t 1,000,000 or lass 
and fans loana ufth "original saounts" of S 500,000 or laaa. Tha following guidalinas sliauld ba usad to datansina tlia "orlgiml 
•Hount" of a loan: (1) For loans drawn down indar linaa of eradit or loan easnitnants, ttia "origiml ssnunt" of tha loan is tha 
siza of tha Una of eradit or loan ceaaitMnt whan tha Una of eradit or loan eosaitnsnt was grantad. (2) fvr loan partielpatiam 
and syndieations, tha "original ssnunt" of tha loan participation or syndieation is tha antira ssnunt af eradit originatad br tha 
laad Itndar. (3) For all othar loana, tha "original asnutt" ia tha total aaount of tha loan at arfgfnatian. 

Loans to Sxnall Businesses C418 <• 

1. Indicate in tha appropriate box at the right whether all or substantial ly all of tha 
banlc's "Loans secured by nonfans nonresidential propartiaa" in doswatie effieaa reported in 
Schedule IC-C. part I, itea l.a, colian 8, and "CoaMreial and induatrial leans ta U.S. 

sddraaaaaa" in doswatie officaa raportad in lehadula RC-C, part I, itea 4.a, eolugn I, hava iSOA St IB 

original anounts of S 100,000 or laaa ^4999. . X 1. 

If TES, coaplcte iteaa 2.a and 2.b below, sJcip iteaa 3 snd 4, and go to itaa 9. 
If NO, skip iteaa 2.a and 2.b. coaplate iteas 3 and 4 below, and go ta itaa 9. 

2. Report the total nmtmr of loana currently autstanding 
for each of the following Schedule RC-C, part I, loan 

a. "Loans secured by nonfans nenraaidential propartiaa" 

in donastic offices reported in Schedule RC-C. part I, B£fll 

itaa I.e. colusn S ^3542. . H/X 2.8 

b. "Coaaareial and induatrial loana to U.S. addraaaeaa" in 
doswatie officea reported in Schedule RC-C, part I, 

itaa 4. a, colunn S ^5543. . V/X 2.b 

: BfiilKj 



(Coltan A) (Celuai S) 
fyPbtr 9f LWW aawnr nirrentlv Oit.tsiwHn* 

3. Ninbar snd asnmt currently outatsnding of "toana aacurad 
by nonfara nenraaidential propartiea" in doaaatie officaa 
reported in Schedule RC-C, part I, itea l.a, colusn S (aiss 
of iteaa 3.a through S.c auat be leas than or equal to 

Schedule RC-C, part I. itaa l.a, eolian S)i iSM tSM 

a. With original aaounts of $ 100,000 or laaa ^5564. . 

b. With original aaounts of aora than S 100,000 through 
8 230,000 ^5546. . 

c. With original aaounts of aora than 8 230,000 through 
8 1,000,000 ^55«. . 

4. NiMber and asnutt currantly outstanding af "Cosawreisl and 
induatrial loana to U.S. addraaaeaa" In doaaatie officaa 
reported in Schedule RC-C, part 1, itea 4.e, colusn S (sua 
of iteaa 4. a through 4.c auat be leaa than or equal to 
Schedule RC-C. part I. itaa 4.a. coluat S): BSfiK 

a. With original aaounta af t 100.000 er laa a 5 570. . 

b. With original aaounta af aora than t 100.000 through 
% 230.000 ^1572. . 

a. With original aaounts of aora than t 250.000 throu^i 

t 1.000.000 ^557*. . 



792 


55«S. . 


29,009 


i.a 


334 


5347. . 


45,613 


S.b 


224 


9369. . 


9S,<17 


S.a 



2,625 


5371. . 


50,761 


4.a 


279 


3373. . 


32,194 


4.b 


266 


5373. . 


98,449 


4.a 
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rirst liinrtttto ta* of Tmm, N* Call Batm 06/30An tT-Kt a-STTt MtR m 

tttl;; "S* TTBSSSl* vwdir »t D CHIT: 24344 ^^ 

Trmit Ikater: 113001M 

Schedule RC-C - Contiaued 

Part ZX. Continued 

Agricultural Loana to Snail Paraa 

5. Ii^ic«t« In the appropriate box at tlM riflht Mhctiwr all or aubsttntlally all of ttM 
tMt<k^% "KosM ftBT^a trr Ptmtr^ IPKLudTm fsra raafdantUi and ttMor iiiprowanc*}" 
in dDH4i>e rtlit** fvartad in k>>oA>U K<, pmrx I, itan l.b. coltMi I. and "loona 
to rinnt Hf leuitka-al prw)utti(ft v4 «ti«r loono to farwro" In daMOtle offfeoo roportod 

In UiAdjl* K-C, part itd* J, »L[«vi f , IS lEl IB 

hovo original w(* af IQO^DOO l**« **"- • 3C 5. 

tf TES. coaplotc U^ t.a t^d &,t b^tAr ard ^ net c««i*Ta Jeih 7 and •. 
If wa, *klp 1t«iB t.4 Jf4 4.b mtf c^lrt* ^M wl b*Law. 

4. lapert ttio total «w*v a1 Lun« btrraifttr «vl4tv4ifi< 
for oadi of ttM raUMi4nv XAodt^a K-C^ port t, loon 

0. ^asM atarwS ty f*nLv^ {IncLi^im fara rooidontlai 

w^ vttar 1^fiii^mta|- ir 4pv«tl? offleoa roportod KB 

in ScHodwto «C-C, port I, ftaai t.b, calum ■ SSTt. . M/A 4.o 

b. "loana to f fnaneo aprleultvol production and othor 

loono to faraart" in doaMtie offleoo roportod In 

Schoduto «C-C, port I, itan 3, caluan ■ ^5577. . M/A 4.b 



7. 1 Pilar wid oHwit currontly outstandfnt of "loi 
«v farwlvtf {i/cLHi4Enf fan rooidantial and othor 
iwyiy ^^riTi]- in d^wlTi: afMcao roportod In Sdiodwto 
k-Ch ^rt E, T* l^b, coluvi 8 (aua of ltoa« 7.a throu^ 
7.E put b* Lfeu UW1 <4u«l to tdiodtilo iC-C. port I. 
lev 'l.b, nLuin l>: KBi 

a. With original oMiaica of % 100.000 or L*h. KT», . 

b. With original Mawita of aoro than 1H,DP4 Ttim^ 

t ZH^OOQ , *'*- • 

e. UTUi ATliiia; ^D^O »f "ora than 1 ^,4H Otr«^ 

» wn.oqQ ^^ ?5*i' < 

•. pi^*r and oiwil ft^rariTly outitanflr^ -rT "trAafv ta 

f Irvrva ate 1 tiH tur»l ^^A^rlan and «th«r L«or« (4 **i vi ■■ 

In d^ullE Iff lAd npvrTad U\ IOmAiI* K^C. pw^ [, 

It4 }, aLkan (aw of itaaa I. a rhnm^ t.£ ame bo 

h«o* (Son B^ oifdi ta Sehodulc K-C, port I, Itea S, 

caluan l)t BBi 

a. With origiml aaowita of t 100,000 or looa 9S9k. , 

b. With original aaoiaica of aoro than • 100,000 throu^ 

• 25O.0O0__ «M, 

8. With original aaawita of aoro than • 2SO.0OO througk 



98 


55T». . 


2,052 7.a 


11 


S5t1. . 


1,402 7^ 


4 


SSIS. . 


1,261 7.0 



38 


99«S. . 


519 :• 


6 


SS«7. . 


608 t-b 


2 


9SW. . 


561 4.0 
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First Intcrstatt Mnk of Texas, NA Cad Data: 06/30/93 ST-Ki «8>S778 FFIK 031 

^.0. lox 3326 Not IC* | 

Nouaton, TX 772S3-3326 Vandor ID: D cERT: 24344 

18 
Transit Muiter: 11300106 

Schedule IC>0 is to be coapleted only by banks with SI billion or aore in total asacta. 

Schedule RC-D - Assets Held In Trading Aeeo\ants in 
Domestic Offices Only 









C420 <• 

in ThouMKk 


1. U.S. Treasury securities 


1010. . 
1020. . 


N/A 

6,495 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 

6,495 


1. 
2. 


3. Securities issued by stetes and Dolitieal subdivisions in the U.S. 


1025. . 


3. 


4. other bonds, notes, and debentures 

5. Certificates of dcoosit 

6. Coneercial oaper 


1045. . 

1026. . 

1027. . 


4. 
5. 

6. 


7. Bankers accaotances 


1028. . 


7. 


8. Other 


1029. . 


8. 


9. Total (sua of itaa« 1 through 8) 


2146. . 


9. 
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First Intarstatt Mnk of TcwM. M 
^.0. lax 3326 

-X 772S3-332* 



Call Battx 96nnfn 

■ IDi D 



IT-Ki a-S77l 
CtRT: 24344 



11300106 

Schedule RC-S - Deposit Liabilities 
Part Z. Deposits in Donestic Offices 



Fflie 081 

19 



C425 <- 



Daposits of: 

1. Indivfdualc, partnarshipa and corporat<ons_2201.. 

2202.. 



Transaction Aeeouits--*--"— •-••• 

(Colwn A) (Colugn I) 

Total transaction Itaao: Total daaand 
aceowits (includint total daposits (includad in 

dmod-dssaiiui coiimxA-i 



tho U.S. 


2203. 


4. Conarcial banks in tho U.S. 


2206. 


a. U.S. branchas and aganeias of forsifln 
banks 



b. Otbor coMMrcisl banks in the U.S. 

5. Othor dapository institutions in tho U.S._2207.. 

6. lanks In foreign countrios ^2213.. 

a. Feraifln branches of other U.S. bsnks 

b. Other banks in feraifln countries 

7. Poreifln flovornaants and official institu- 
tions (includins foreifln control banks) ^2216.. 

8. Certified and official cheeks ^2330.. 

9. Total (sua of 1tos« 1 through 8} (sua of 
colunns A and C aust equal Schedule RC. 
ftoa 13.a) 



-Nontransaction Accouits** 
(CeluRn C) 



Total nontransaction 
accomts (inctudina WCAei 



2,043,230 2240.. 
7,919 2280.. 

28,663 2290.. 
69,612 2310.. 



1,324,974 2346.. 2,4S1,246 i. 
7,919 2520.. 2. 



15,226 2530.. 
69,612 



15,142 3. 



1,166 2312.. 
1,130 2320.. 



2300.. 
50,674 2330.. 



. . . . 2347.. 

. . . . 2348.. 

1,166 2349.. 

1,130 

. . . . 2367.. 

. . . . 2373.. 

2377.. 
50,674 



4a 

693 4b 

264 5. 

. . 6. 

60 

6b 

7. 



.2215.. 2,202,394 2210.. 1,470,701 2385.. 2,467,345 9. 



1. Selected eoaiponents of total deposits (i.e., sub of itoai 9, celtans A and C): 

a. Total Individual tetir— snt Accouits (IRAs) and Keegh ^lan aceatnts 

b. Total brokered deposits_ 



6835.. 



_2365., 



e. Fully insured brokered deposits (Included In NoMrandia itoai l.b tbaHmU 

(1) Issued in dancaiinations of less than t JOO.OOO..^ ^2343.. 

(2) Issued mitbmr in dancaiinations of t 100,000 or in dsnoarinstiens grootar than 

• 100,000 and participated out by tho broker In sharas of S 100.000 or laa«_a44.. 
d. Total deposits dsnealnated In foreign currenelo a 3 776.. 
~ * " ■ mit» 5590.. 



2. Coi^anents of total nontransaction aecoiaits (sua of I 
equal I ten 9, colvan C above}: 
a. Savings daposits: 



I I tow 2.a throu^i 2.d suit 



(2) Other savings deposits (cxeludss I .. 
b. Total tlsM dsposits of less than t 100,000_ 



c. TIsM certificates of deposit of • 100.000 or aero. 

d. Open-eccomt tla» deposits of • 100,000 or ■or e 

3. All HOW accounts (included in colian A above) 



205,732 


N.I. a 
N.1.b 





M.I.el 


*27,989 


N.1.C2 

N.1.d 

H.I.e 


286,272 
731,693 


N.2.a1 
H.2^ 

N.2.b 
N.2.e 
N.2.d 
N.3 
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First Inttrstact lank of TawM. NA Call Data: 06/30/93 ST-K: 48*3778 PFIfC CB1 

P 0* BoR 332^ ^sfls K£* 111 

Nauatan, TX 772S3-S32* Vander lOt D CfXTi 24344 



Trafwit NuriMr: 11300106 

Schedule RC~S - Continued 
Part Z. Continued 

Mcnoranda (eontlnuad) 



20 



Deposit Totals for FDIC Insurance Assessments d) 



_£sdii£J 



4. Total daposfta fn donastlc off fcas (sua of Itan 9, coltan A and ftan 9. colunn C) HCflW 

(auat oqual Schadula «C, ftan 13.a) 2200. . 4,669,739 N.4 

a. Total davnd daposfta (auat aqual lta« 9, eolugn I) 2210. . 1,470,701 N.4.a 

b. Total tfa» and aavln«a daposfta (2) (oust aqusl ftoai 9, eoluRn A plus <tM 9, 

eolugn C afnus ftoai 9, eolum I) ?350. . 3, 199, 038 H.iJ^ 



(1) An anondad Cartfffad Statamnt should bo subsittad to tha PDiC If tha dapesit totals rapertad fn thfa ftan ara 
anandad aftar tha samlannual Cartfffad StatoBant orfglnally eovorfng this roport data has boon fllod with tha FDIC. 

(2) For FDIC Insuranca assassaiant purposas, "total tfaw and savfnss dapoafts" conafsts of nontransactfon accounts and 
all transaction aceauits othar than daaand dapoafts. 



5. TiM dapoafts of loss than S 100,000 snd opan-aceeunt tfaa dapoafts of S 100,000 or 
■ora (Ineludad In Naanrandus ftaas 2.b and 2.d abovo) Hfth a raasfnfng aaturfty or 
raprfefng fraquaney of: (1) HCflW 

a. Thraa nonths or lass 0359. . 

b. Ovar thraa aonths through 12 aonths (taut not 0¥W 12 aontlM) ^36U. . 

6. Nsturfty and raprfefnf data for tfaa cartlffcatas of doposft of S 100,000 or aora: (1) 

a. Ffxad rata tfaa cartlffcatas of dopoaft of S 100,000 or aora Hfth a raaalning 
aaturfty of: 

(1) Thraa aonths or lass 2761. . 

(2> Ovar thraa aonths through 12 aonths 2762. . 

(3> Ovar ono yaar through f fva vaar s . 2763. . 

(4) Ovar ffva yasrs [ ^2745. . 

(5) Total ffxad rata tfaa cortfflcataa of dopoaft of % 100,000 or aora (aisa of 

■ Naawrandui ftaas 6.a.<l) through 6.a.(4}} ^767. . 

b. Flaatfng rata tfaa cartffieataa of dopoaft of S 100,000 or aora Mfth a raprfefng 
fraquaney of: 

(1) Quartarly or aora fraquantly \ ^4S68. . 

(2) Annually or aora fraquantly, but laas fraquantly than quartarly ^4569. . 

(3) Ivary ffva yaars or aora fraquantly, but lass fraquantly than annually ^4571. . 

(4) Laaa fraquantly than ovary ffva vaars - 4 372. . 

(5) Total ftoatfng rata tfaa cartff featas of dopoaft of S 100,000 or aora (sua of 
WaaoranrtuB ftaas 6.b.(1> through 6.b.(4)} ^4573. . 

e. Total tfaa cartlffcatas of doposft of S 100,000 or aora (aua of Waaorindii ftaas 

6.a.(5) and 6.b.(S}} (auat aqual Waaorwdii ftan 2.e abova) ^6645. . 

(1) Naaorandiai ftaas S and 6 ara not applfcabla to savings banics that auat eoaplata supplaaantal I 



293,139 
330,767 


M.S.a 
N.S.b 


99,806 

60,186 

23,010 




M.6.a1 
N.6.a2 
N.6.a3 
N.6.a4 


^83,002 


N.6.S5 


1,618 





N.6.M 
M.6.ta> 

N.6.b4 


1,618 




184,620 


N.6.C 


la RC-J. 
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First tnt«rst«t« lank vf In 
n.a, IM 332* 

■ouston, TX 772S3-33tt 



Transft Nuriwr: 11300106 

Scliedulc RC-S - Contlnuad 



Call Date: 06/30/93 
- ID: D 



ST-«C: 4«-377B 
cfXTi 24344 



"lie asi 

'••tic- 11 



21 



Part ZZ 
Agr«eB«] 



, Deposits in Foreign Offices (including Edge and 
It •ubsidiarias and IBWa) 



iposlta of: 
Indlvlduala. partnarahipa, and eorporationa^ 



2. U.S. banka (Ineludint IMs ml fortlm branchas of U.S. banks). 



KfU 
_2621. 
_2623. 



g9tltr 



3. roraifn banka (fneludlns U.S. branchaa an4 aganelaa of forafgn banka, 
Ineludint thair IlPa) 



4. reralfln govamaanta and official Inatftutlona (Ineludint fertlgn cantral banks}_ 

5. Cartlflad and official diaeka 

6. All ethar daaaalta 



_a625. 
2650. 



7. Total (aui of ItaM 1 thr«u#i 6} (auat aqual Sehadula IC. Itan 13.b)_ 



Sdiedule RC-P - Other Aasets 



1. 1 

2. I 

3. Cxeaaa raaldantlal aarttata aarvleint faaa raeaivsMa 

4. OtiMr (Itaialza and daaerlba wounta that axeaad 2SX orttila ltoBi)_ 



tarn aarnad, net collaetad m leans 
t defarrad tax assets (1)_ 



_2i4a. 



a. 3549: 

b. 3S50: 



MR • inYttwwn Hwrfttw 



.3549 . 
3550 . 

'3551 . . 



3371. 

_2i6e. . 



5. Total (SUB of ItaM 1 throuth 4) (auat aqual SchaduTTsC, Itoa 11}_ 

XemoranduB 



v/x 



I dlaadaMad far ratulatery capital pu r paaaa _ 



__Srto. 



JZlUlEj 



C430 <- 



13,843 

26,997 



52,639 



2. 
3. 



. . . . 4.a 

. . . . 4.b 

• • • • 4.C 

93,i79 5. 



PoU"- t 



Schedule RC-Q - Other Liabilities 



C435 <- 



1. a. Intaraat accrued and iffipeld on dapeafts In donwatle offlcaa (2). 
b. Ottier axpaneaa aeeruad and unpaid (Ineludea aeerued 

I nc M W taxee eevabla) 

2. lee deferred tax IfaMHtlae (11 ' 

3. Minority Intereat In canaelldatad aubaltflarias~ 

4. other (Itanlza wid daaerlba i 



that exceed 2SX of this Itaa) 



ESS?;, 




5,912 

51,809 





2,126 



-59,847 



(1) See dfacuaalen of deferred li 

(2) Per aavlnta banks. Include •^Ivli 



I In Oleeaary entry on "In 
• accrued and ifipeld on depoalta. 



1.b 
2. 
3. 
4. 

4.a 
4.b 
4.C 
5. 
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First Inttrstatt lank of T«xu, NA C«it Oatt: 06/30/93 ST-K: 48-3778 ffik flSI 

^.0. lax 3326 Past IC- 12 

Houston, TX 77253-3326 Vandor ID: D CERT: 24344 



Transit Nuit>tr: 11300106 

Schedule RC-E - Selected Balance Sheet Items for Domestic Offices 



22 



C440 <• 



f Tic offWn 



1. Customars' liabilfty to this bank on aeeeptaneas outstanding 2155. . 11, 852 1. 

2. Bank's liability on accaptancas axacutad and outstanding . 2920. . 11, 852 2. 

3. Fadaral funds sold and sacuritias purehasad undar agraonents to rasall 1350. . 15€, 000 3. 

4. Fadaral funds purehasad and aaeuritias sold indar sgraanMnts to rapurchasa 2800. . 97,921 4. 

5. Othar borrowed Bionay ^2850. . 1,085 5. 

EITHER 

6. Nat dua fron own foraign offieas, Edga and Agreanent subsidisrias, and IIFs _2163. . N/A 6. 

OR 

7. Nat dua to own foraign officaa, Edga and Agraanant subaidiarias, and liFs 2941. . 7. 

8. Total assats (axeludas nat due froa foraign offices. Edge and Agreanent 

subsidiaries, and IIPs) 2 192. . 5,364,590 8. 

9. Total liabilities (excludes net due to foreign offices, Edge and AgreeoMnt 

subaidiarias, and IBFs) 3 129. . 4,842,723 9. 

Memorandum (to be eoapleted only fay banks with IBFs and other "foreign" offices) 
. Dollar Amounts 

EITHER 

1. Net due froa the IBF of the donaatic offices of the rtporting bank ^3051. . N/A 

OR 

2. Nat due to the IBF of the domestic offices of the reporting bank ^3059. . 



Schedule RC-I - Selected Assets and Liabilities of IBFs 

To be coipietad only by benks witli IBFs and otlMr "fereiffi" office*. 



Dollar Awomta in Thauiindt 



RCFM 

1. Total IBF assats of the consolidated bank (component of Schedule RC, item 12} 2133. . N/A 

2. Total IBF loans and lease financing raeaivabias (component of Schedule RC-C, part I. 

itma 12, colunn A) \ ^2076. . H/A 

3. IBF cammercial and industrial loana (component of Schedule RC-C. part I, itan 4, 

coluwiA) ^2077. . H/A 

4. Total IBF liabilities (component of Schedule RC. itom 21) 2898. . H/A 

5. IBF deposit liabilities due to banks, including other IBFs (component of Schedule 

RC-E, part II. items 2 and 3) ^2379. . N/A 

6. Othar IBF dapoait liabilities (component of Schedule RC-E. part II, itamo 1. 4, 5. 

and*) ^2381. . H/A 
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tint lnc«r*taco tank of T« 
^.0. ta« SStt 

IX 772»-S3» 



Call Oaco: 06/30/93 
Vondor tO: D 



ST-K: 
cnT: 



: a-S77« 

24344 



Transit IMri»r: 11300106 

Schedule RC-K - Quarterly Averages <i) 



mwc « 

NoalC- 



23 



C455 < 



E£J!1 

XbL7 



1. [nttrMC-btirim b«L«ftc«i &ja fr^dtpwlwrr InpHtutlff* . 

2. Uri. TfTMUTT HCvf^' •» and U.S. fcp u fi^^it ^fvicY m( cflfp*-inw *iHaii 

3. lacwitict iHuM by »iii jDLlT|-£»t -MidiTitlfln* m ill* U.S, 

4. a. Orhar dabi lacuri w* ^ ^^^^^^.^^— 

b. Ei»*<rr laewriTl-* ( lrel%Jrta» Lnvwtkpnii In minal hncn *« fadartl n9*»ry9 stack}S«a. , 

5. facteral fix^* t«|d «id neurit +*» pircfuMd juJar aoraaMOCS to raaall In dowstie 
officas =t ih* fcv4 and ft* (" Edo* md AgraaMnt tubaidiariaa. and in IBFs 3365. 

a. Low« in doMstic officaa: S£Bt 

(1) Total iMftt ^^ ^ ^^^■ 

(2) Loans Hcurad 0|f r^al *»i*m. . . *^*'- 

(3) Loam tt *+nKKa airioiltural pm^icrtorT wrt ^tftaf loan* To f*f*ar» JWfi, 

(4) firrlil v4 Inrt^tff.i iMftt.^ . 5^'- 

(5) Lo«» (a ^f<^*^4rtit for houa^ioid, f*»illf. and ntfwf p*rn™L wp*ndfturaa HM- . 



(6> n^lfaiJana {atn^r titw ■ 
hAdlyiiiitfv Irt Ih> V.I,. 



w\ttw* vd L4a««l ar itata> «4 pdLlElcaL 



b. Total Lwq In faral^n affl-cat, 14^ ^nd AirH 



7. AiMTi haLd 1n Trw^lnf 
aegqtjtti 

9. total aaaat* ^^ 



_i3W. 

_33io. 
*tfb 



8,187 

1,451,111 

878 

162,552 

30,754 

128,999 



2,653,125 

836,197 

1,786 

1,446,311 
263,913 

93,903 



212 

5,580 

5,198,262 



3. 

4.a 
4.b 



6.a.1 
6.a.2 
6.aJ 
6.a.4 
6.a.S 

6.a.6 

6.b 



LIABILITI8S 

10. Intaraat-baar<nt tranaaetlon aceoutts in doMstfc offiei 



iJu)_ 



11. 



BwTtr vB#c T hon aeeoif^Ii 'i 

a. lafiiy narh^t [ja^rtH 

b. Sthar tMfifmi ApotE 

c. lav c*rrific4c*a oT 

d. Atl 4(h*r T^H 



Bile a/flcaoE 



■ ft 9t > 1K,aO0 or *vra_ 



'T»_ 



12. Ifw*raal-baar+r^ dtpotiti In r*fvir> «*t(taa, Cd*a ■ 



^t\i <iif\-eat of ^ 



V4 ioo^^tT^ aaEd widar afr>aaHiCa to 

^ «d of ill Ed^ V^ AtiiMiiH *i^4ditr1«i. v4 fn IlN_ISXl. 



.MS. . 
.Mi, . 


744,822 

1,257,672 
233,623 
190,853 
770,987 



58,186 
4,304 


10. 
11 .a 


M7. . 


11. b 


.3345. . 


li.e 


,M«. . 


ll.d 


KIM 

.1404. . 


12. 


!£!1 


13. 

U. 



(1) for all <taM. banks hava tha option of raportino *1ih*r (tj an «vvr*fa af dailr fifluraa f( 
a«M-a«a of Moakly ffguros (J.a.. tha Uodiaaday of aoeh naak of tHo i^rtcr). 



'or tlM quarter, or (2) an 
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first Int«r«t«tt tank of T«m», NA 
P.O. tax 3326 

TX 77253-332* 



Cad Oatt: 06/30/93 ST-K: *8-3778 

vendor 10: D CEIT: 24344 

Tronoit Niabor: 11300106 

Schedule RC-L - Off -Balance Sheet Items 

PlooM rood cartful ly tht Inotruetiono for tht preparaHon of SehoAilt RC-L. $o^ of tht mmrttt roportod 
(n Sdiodult RC-t aro ro«ardod as voltae Indicators and not nacassarily as Mssuros of risk. 



MIR Q1 
Pa«o K- U 



24 



_paUar Annxnti 1 



1 . UnuBod cnwJ EHn»± 



11 J c«B4mnt« !□ find Loin Hcu^fid trr r»1 vT^ca 

(I) r JM < rtit« td fvri Loini net HmirMl by rtaL >«Tai4 

d. tacurltis* t«larur1t1nt 

*, &lhm- uidod u^lmorta. . 

2. FTnncl^C iiiKfcy Littv^ q' credit ind fori^gn aitin |L«rui[*H 

4. AHWt 4f TlnviciaE srvdiy >i(vn t1 trodfT £££Sl 

convoyad la tilwra. ^ . .i*20 . . 

3. forfonw™* Iih^^ lollfrt *f £r*dli ind fflMsn offkca ^^i-*nce«_ 
i, jl^uiE of paJ^airaanc* itardby latlart df cr*dft jtFP 



__H15. 



_H17. . 



:1ah ani lialLaf imtttrw v* cr4d1t_ 



5. »an1cip41^AM rn bce«|i(WA (at dts«rfb«d Tn Tht imtnxrTl^M] ewiv^^ to lEIw' 

br tha fopwtlft* Bank 

6. Utzitijmiiam fp> accvplvuH (as dts«rfb*d In ih* insfr^Tltna) fee«j1'^ bV En* 
r*fl^t<n( Crwuccwt'ni} b*nt. ^ 

7. lacuritiai bwfm^ ^ ^^^^^^^,^^^^^^^^^^^— ^^^ 



_3*11. 
7421. 








82,308 

56,590 
18,988 

1,315,790 
150,767 



20,450 

110,073 



4,000 




8. bcm^EtlM lane includlm cuaimh-i' HcurlTl«« 
nff tvd OttlnsT Laaa by (h* ^•^vrilns ba4?_ 



9. N^flMfa traruftrrad i^-*., uld or u«it^} with rocWSa thai havo boi 
0* *aLd for CaU D^porT (piTpoaa*! 
a. nUM *n4 fHLHC rasldwitlak »ri}aft loan pnoLi; 

IM Chj^nardlnB pri«:1p*l balanca a* vnrTiifTC infafarrad U a* tho 



(2^ awit ft' paeourso iTpovvr* lh Th*H ■on^pip* u cf tHa r^^H-i itaca, — 
h. Pr'vafa £ nofmrftrnaam ' 1 laued or -fuapani*td3 rnE<^ElqL wrTmt^ ''^.??^ 






iU Otrttlandin^ principal balinc- af itaft^w^n trornt.frad n of Th» cwfi" data_3«5K 
r ol r»cnur»« enpoaur* OT th»*« urTvaias ai ot tHa riporl dal* Mfia. 



e. rtrtar Mac air 1 cy I tia'al BfrTTvavt Loin lanin 

[1J Outtttnlliq princfpal bal^Ma ot HerTgaffu rraft»^trr#e ■> at Th* f*port d4ta_M54. . 

<2> f^r-j^ of racDUTH a4|K»M^ i thna mrTtBaai as a' ma r>furi daia J«»h . 

, ttian-ltauad aacurft(«l 



h, Broaa cWluanti to iaLl_ 
11. Jrrtaravi fata cvttrKt> (axcluda *of*-iB4uoft aocurltlaal: 

a. let Ink vsli* af lnnr«t rau atiapi: 

b. Futuraa ^d Toryard cQntr>Ct4_ 



_UJQ. 



e. Dptlon coniritt* to.B., opii""* « TraaHirioal: 
f\} ^1tt«n 4flon t9it'acta_ 






tit Mrehmd nptlw* ea^iirieti 

12. ^orolir^ ajchanvo rit> cErhEncra: 

«. a0i1tfia[ valLW qf ruAans* auapo t*.*^. cra^a-currtney n^^i^ 
b, Ci^MJE^Hita to pwctia<* faralvi Eurrancias v4 kl'1' ALLar «Mct 

rof^trdi and fut;*'^ 1 ,_^„^,^^.^^^^^^^^^.^_^-^^^^^^^— 
*. QprtlB^ eanipacta l» - |7,~~eipt < ana on feraip ct^rancyjj 

ID LirlETon option esnrractB^ 

|2> h^th-a**! opt1»i ctrtrracro 



l.b 

l.e.1 
1.e.2 

l.d 

1.0 

2. 

2.a 
3. 



8 


9.a.1 
9.S.2 


8 


9.b.1 
9.b.2 


8 


9.e.1 
9.e.2 


. 8 


10.a 
10.b 


342,151 



11.« 
11.b 


n-Mt 


11.e.1 
11.e.2 





12.a 


2,192 


12.b 


8 


12.e.1 
12.eJ 
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rlrst Intarstatt tank of Ttxaa. MA Call Data: 06/30/93 ST-IK: 48-3778 Mile 031 

p,o, %oK y^9 ^ ^asa RC* IS 

Nauaten, TX 77253-3326 VWidar 10$ D CIRTt 24344 

2S 

Trwwit Murfiar: 11300106 

Schedule RC-L - Continued 









C461 <- 


13 


. Contracts on ethar eoanodttfos and aquttfas: 

a. Motional valua of othar stMoa (a.a.- oil tuaoa) 

b. Puturas and forward eontractt (a.9*> ttoek indax and eoanodlty • praetoua 
■atals, uhaat, cotton, llvoatoek • eontractt) 


S£f£ 
__3829. . 

3830. . 


1, 


,135 








13.a 
13.b 




c. Option contracts (a. 9.. optiona on conndltfaa, individual stocks and stock 
Indaxas): 


3831. . 


13.C1 




(25 Purehaaad oetion contracts 


3832. . 


13.e2 


U. 


, All othar off-balanca alwat liabilitias (itaniza and daacribe aaeh covonant 
at thia itMi ov«r 2SZ of Sdiadula IC, itM 28, "Total aquity capital") 


3430. . 


U. 




a. 3nls uss . . H/A 


i^- . 


^A.» 




b. SS56: 3556 . M/A 


• • • 


* I 


U.b 






U.C 




d. 3558: 3558 . . H/A 


U.d 


IS. 


of tfcia tCH MM- 251 of SthmtkAm K. ItM 28. -Total aoritv eaoital-) 

a. S^s IS . . H/A 

b. 5593: 5593 . . H/A 







15. 

15 a 




. . . 


• • 


15.b 
15.e 




d. 5595: 5595 . . H/A 


. . . 


. • 


15 .d 



Xemoranda 



1. Leana ariginatad by tha rapertine bank that hava baan sold or partieipatad to othars 
during tha calandar quartar anding with tha raport data (axcluda tha portiona af aueh I 
I ratainad tif tha raporting bank; saa inatruetiona for othar axcluBiana)_ 



. Leana purchaaad by tha raporting bank during tha calandar quartar anding aith tha 

raport data (aaa inatruetiona for axcluaiona) 
. Unuaad coanitaants with an original Maturity axcaading ana yaar that ara raportad 

in Schadula RC-l. itaaa l.a through l.a, abova (raport only the unuaad portiona of 

coaaiitMnts that ara faa paid or otherwise legally binding) 

a. Partfcipationa in cowii f on t s with an original IICfD 

■eturity exceeding one yeer conveyed to others 3834 . . 42, 915 
. To be cenpleted only by benks with $1 billion or aore in total aasats: 

Stm±v letters of credit and fereign office guarantee* (both financial and 

perfonaance) isauad to non-U.S. addreaaaea (doaicila) Included in Schedule RC-L, 

itoM 2 ai^ 3. abeve^ 

. To be eanpietad far tlie SepceiAer r^ert anty: 



8,015 


N.I 


13,723 


N.2 


927,672 


N.3 




N.3a 



Inatallawit leana to individuals for household, faaily, and ether peraonal 
aspendlturas that have been seeuritized and sold without recourse (with servicing 
retained), lanunts outstanding by type of leen: 

e. Loena te purchase privete paaaanger autaaobilaa ^2741. . H/A H.5.» 

b. Credit csrda ai^ related plana , ^2742. . H/A M.S.b 

e. All other conauwr Insf U—nt credit (ineludina ■obila hoM loana) 2 743. . H/A M.S.e 
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Pint Intvrstatt Bank of T«xu, MA Call Dact: 06/30/93 ST-K: 48-3778 PFIEC 031 

^.0. lox 3326 « . , . ^ Pa«« «C- M 

■ouston, TX 77253-3326 Vandor tO: D CEXT; 24344 

26 

: 11300106 



Schedule RC-M - Memoranda 

C465 <- 

Dollar Aiowts in Thou^anrf. 

1. Extinsions of credit by tha raportfng bank to its extcutivc officers, directors, 
principal shareholders, and their related interests »m of the report date: 

a. Aggregate amount of all extensions of credit to all executive officers, directors, «cro 

principal shareholders, and their related interests ^6164. . 13,455 l.a 

b. Nunber of executive officers, directors, and principal 
shareholders to uhom the anouit of all extensions of 
credit by the reporting bank (including extensions of 
credit to related interests) equals or exceeds the 

lesser of S 500,000 or S percent of total capital HCFO Muit>er 

as defined for this purpose in agency regulations ^6165 . . 2 ...... l.b 

2. Federal funds sold and securities purchased under agriea wn ts to resell with U.S. 
branches and agencies of foreivi banks (1) (included in Schedule RC, 

tteM 3. a and 3.b) ^3405. . 2. 



3. Not applicable. 

4. Outstanding principal balance of 1-4 fnily residential aortgage loans serviced for 
others (include both retained servicing and purchased servicing): 

a. Mortgages serviced under a GNMA contract_ 



b. Mortgages serviced under a FHLMC contract: 

(1) Serviced with recourse to servicer ^5501. . 4.b.1 

(2) Serviced without recourse to servicer ^5502. . 4.b.2 

c. Mortgages serviced under a FNMA contract; 

(1) Serviced under a regular option contract ^5503. . 4.c.1 

(2) Serviced under a special option contract 5504. . 4.c.2 

d. Mortgages serviced under other servicing contract s 5 505. . 4.d 

5. To be completed only by banks with SI billion or aore in total assets: 

Custoaers' liability to this bank on acceptances outstanding (sun of itaaa 5. a and 5.b 
■uat equal Schedule RC, item 9): 

a. U.S. addressees (domicile) 2103. . 10,506 5.a 

b. Hon-U.S. addressees (domicile) ■ 2104. . 1,346 5.b 

6. Intangible assets: 

a. Mortgage servicing rights 3164. . 6.a 

b. Other identifiable intangible assets: 

(1) Purchased credit card relationships ^5506. . 

(2) All other identifiable intangible assets 5507. . 

e. Goodwill 3 163. . 

d. Total (sua of items 6. a through 6.c) (must equal Schedule RC. item 10) 2 143. . 

e. Intangible assets that haw bean grandfathered for regulatory capital purBnaaa 6 U2. . 

7. Does your bonk hsve any mandatory convertible debt that is part of your primary or YgS* 
-f capital? ^6167. . 






6.b.1 


1,312 


6.b.2 


87 


6.C 


1,399 


6.d 





6.e 



'i 



t yea, complete itema 7.a through 7.e: 

. Total equity contract notes-, pres s 3 290. . H/A 7.a 

. Coanon or perpetuel preferred stock dediceted to redeem the above notes 3 291. . H/A 7.b 

. Total equity commitment notes, gross ^5293. . H/A 7.c 

, Coanon or perpetual preferred stock dedicated to redeem the above note a 3 294. . H/A 7.d 

. Total (Item 7.a minus 7.b plus 7.e minus 7.d) 3295. . H/A 7.e 

>e net report federal funds sold and securities purchased under agn 
ronaercial bonks in the U.S. in this Item. 
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First Inc«rstat« Bank of Texas, 

^.0. loR 3326 

■ousten, TX 772S3-332A 



tn 113001M 

Schedule RC-M - 



C«l( Dstsx (M/30/«S 
> lOt D 



Continued 



ST-K: 48-S77B 

eau 24344 



rriK m 

Pm»9C- 17* 



'•27 ••>:^* 



8. a. OttMT rest astata oMnad: 

(1) Oiract and fndfract invtstMnts in raat astata vantura s 

(2) All ottiar raal astata owiad: 

(a) Canstruetfon and land davalepstnt fn doaaatlc off leaa_ 

(b) Faraland in doaiastle offleas ~ 



Ce> 1-* faaily rasldsntial oraoaftias in dMsatic offtca a 

(d) Nultifanily (S or aora) rasfdantlal propartfas fn doaiastle aff 1eaa_ 

(a) Nonfara nenrasidsntial propartfas In desMatfe offleaa 

(f ) In foraisn 

off leas 

of itoM 8.a.(1} and 8.a.(2)> 



(3) Total (I 

(■uat aqual Schadula RC. Ita 7). 



m. 




b. Invostaants in wKonaoUdatad stteidfarias and assoelatad 

(1) Oiract and indiract inwastaaiu in raal astata vanturas, 

(2) All athar inwastMnts In uncansolldatad subsidfarlaa an 

(3) Total (sua of itoM S.b.(1) and 8.b.(2)) (auat aqual Sdiadula RC, Iti 

c. Total aasats of uneonsol idatad aiteidiarias and aasoclatad caapanlas. 

9. NoneuBulativa parpatual prafarrad stedc and ralatad aurplus ineludad In Sdiadula RC, 
itaa 23, "farpatual prafarrad stedc and ralatad aurotus * 

Xemorandum 



_5509. 

5510. 

_5511. 

5512. 

RCH) 
2150. , 



, Interbank heldinta of capital inatnaanta (to be caqpUCad far tlM Oacad 

a. Reciprocal holdinfa of banking orBanizatians' capital fnatruasnt t 

b. Nonreciprocal holdinga of bonking organizetians' capital {nstnaants_ 



""^887. 



8.a.1 

1,380 8.a.2a 

14 8.a.2b 

a*T-**«"^ •••.ad 

S.a.2f 



29,196 

22,0lS 
22,019 
51,333 



«'IV- ''^ 



ttotlarl 



H/A 



ll.1.a 
li.1.b 






/4<2*4<" 



v^l!:f 



(UlU Pdi(L ^./^fi 
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First lnt«rscat* lank of TaxM, NA 
P.O. lox J326 

■X 77253-3324 



Call Data: 06/30/93 ST-W: M-STTB 

Var^er ID: D CERT: 24344 

Transit Niafear: 11300106 

Schedule RC-N - Past Due and Nonaccrual Loans, Leaaea, and Other Assets 



rpiic a 
Pm» Rc- 



28 



Tha FriEC retards tha information raportad in all of 
MonoranduB ittaa 2 and 3, eolum A, as eonfidantisl. 



itam 1, in itams 1 throuoh 10, colisn A, snd in 



1. Loans sacurad by raal astatat 

s. To U.S. addrassaas (doaicila) 

b. To non-U.S. addrassaas (dooiieila}. 

2. loans to dtposltory institutions snd' 
sceaptancas of othar banks: 

s. To U.S. bsnks and othor U.S. 

dapository Institutions 
b. To foraign ' 



(Colifln A) 

Past dua 30 throuoh 89 
days and itiH aeeruino 



?fS.. 

12a.. 



(Coluin B)-- 

fast dua 90 days or man 



5377.. 
_5380.. 



4. C( 



Loans to finsnea agricultural production 

and othar loans to fsnaars 1594.. 



rcisl and Industrial loans: 
To U.S. addrassaas (doaieila) 



1251.. 
;i254.. 



b. To non-U.S. addrassaas (doaieTTe) 

5. Loana to individuals for housahold, ' 
f sally, and othar parsons I axpanditurts: 

s. Crsdit csrds snd ralstod plans 5363.. 

b. Othar (includas singla paynant, 

Instsllaant, and all studsnt losns) 5386.. 

6. Losns to foreign govsmnants and 

affieial institutions 5389.. 

7. All other loam 



8. lease financing receivables: 
s. Of U.S. addressees (dowicile) 
b. Of non-U.S. addressees (dooiieTrer' 



_5459.. 



1257.. 
11271.. 



. Debt securities and other assets (exclude 
other reel estate OMnad snd ether 
repossessed assets) 3 505.. 



1246.. 
1249. . 



5378.. 
5381.. 



12S2.. 
1255.. 



5384.. 

5387.. 



5390.. 

5460.. 



1258.. 
1272.. 



m.. 



86 

1250.. 



5379.. 
5382.. 



1253.. 
1256.. 



2 5385.. 

14 5388.. 



5391.. 
5461.. 



1259.. 
1791.. 



6,968 i.a 
i.b 



2.S 

2.b 



29 3. 



12,182 4.S 
4.b 



5.S 
153 5.b 



382 7! 



8.S 
8.b 



9. 



Aaewits reported in itans 1 through 8 above include gusrsntesd and unguaranteed portions of past due and nonaccrual 
and lasses. tsport in itsn 10 bslsu certain guaranteed loans and leases that hava already been included in the m 
reported in itams 1 through 8. 



10. Losns snd laasas reported In Itams 1 
through 8 above which are idiolty or 
partially guarantaad by the U.S. 



m.. 



, Guaranteed portion of lei 
Included In Itam 10 abevi 



m.. 

5616.. 



RCPD 
5614.. 

5617.. 



10. 
10.S 
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Mr»t lnt«r»tatt lank of T«x*«, NA 

^.0. lax 3326 

■ouctan, TX 772S3-3326 



11300106 

Schedule RC-N - 



Continued 



C«ll Oat*: 06/30/93 
Vander ID: D 



ST-BK: 4a-3778 
CfRT: 24344 



FF16C 031 
Paw «c- 19 



29 



Memoranda 



C473 <- 

Dot lar AiwKjnti In Tha^^^^ 



1. KMtructured loans and leasts included in HCFD 
Schodul* «C-N. itHH 1 through 8, ibov* 1650.. 

2. Loans to finance coHwrcial real estate, 
construction, and land devolopnent 
activities (not saeurad by raal astate) 
included in Schedule tC-N, ftaM 4 and 

7, above ^655«.. 

3. Loans secured b)r real estate in daaestic 
offices (included in Schedule tC-N, ita 



, Construction end land d*velopawnt_ 
, Secured by fsnilend__ ' 



2759.. 
"3493.. 



c. Sectjred by 1-4 faaily residential 
properties: 

(1) Kcvolvlna, epan-end loans secured 

^ by 1-4 family residential properties 

and extended wider lines of credit 5398.. 

(2) All otliar loan* secured by 1-4 

faaily residential properties ^5401.. 

d. Secured by aulti faaily (S or aore) 
residential p rop er ties ^3499.. 



, Secured by nonfana nonresidential 
proper t i es 



HCfO 
1659.. 



1661.. 



6560.. 



106 N.2 



3502.. 



2769.. 
3494.. 



14 


3492.. 
3495.. 


1,323 I..3. 
82 N.3b 


5399.. 





5400.. 


N.3c1 


5402.. 


72 


5403.. 


2,078 N.3C2 


3500.. 





3501.. 


828 N.3d 


3503.. 





3504.. 


2,657 ll.3e 



Schedule RC-0 - Other Data for Deposit Insurance AsaeasmentB 



Certified StstoMnt should be subattted to the FDIC if the aiaounts reported in items 1 through 9 of this schedule 
after the seafannual Certified Statement originally covering this report data has been filed with the FOIC. 

C475 <- 

Dollar Amowts in Thousands 



1. Unposted debits (sa* Instructions): 

a. Actual amouTt of all wiposted debits 
Oft ~ 

b. Seperste amowtt of unposted debits: 

(1) Actual amount of wiposted debits to c , _^___^___^ 

(2) Actual amouTt of wipostad debiu to time and savings deposits (1)3 

2. Unposted credits (see inatruetions): 
a. Actual amount of all unposted credits. 



N/A 



_0031. 
0032. 



416 




N/A 



. Seperste am; 

(1) Actual I 

(2) Actual I 



nt of wipostad erodftt: 

lount of wipostad credits to domand deposit s 

lount of wipostad credits to tia» and savings dapaaits (1)_ 



_3512. , 

_3514. . 



I.bl 
1.b2 



2.b1 
2.b2 



3. Uninvested trust fwids (cash) held in benk's own trust department (net included in 
total deposits in doMstic offices) 



_3520. 



4. Deposits of consolidated subsidiaries in doaeatlc offleaa and in Insured branches In 
Puerto Rico and U.S. territories and poasesslons (not included In total deposits): 

a. Oemend deposits of consolidated siAaldlarlas ^2211. 

b. Time and savings deposits (1) of eanselldeted suealdtariaa 2 351. 

c. Interest accrued and tnpaid on deposits of consolidated subaidisries 5514. , 

5. Deposits of insured branchas in Puerto Rice and U.S. territories and possessions: 
isits In Insured branches (included In Schedule RC-E. Part tl)_ 



b. Time and savings deposits (1) In Insured branches (included in Schedule RC-E, 
P«rt 11} , , ^ 

I tnpaid on depasits in insuradi 



_23a3. 
_5515. 



19,221 




4.a 
4.b 
4.e 





S.a 





5.b 





5.e 



wists of nentransaetlon accounts and all 
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r*nt Intvrstat* tank of TtxM, NA Call Data: 06/30/93 ST-BK: a-3778 rriEC flSI 

P.O. Bex 3326 Pam w 20 

Houstan, TX 772S3-3326 Vandar ID: D CSRTi 24344 

30 

Tranalt Mtabar: 11300106 

Schedule RC-0 • Continued 

'. Dollar Aammt. tw Th^ 

Itan 6 fs not appKeabla to stata nomaater banks that hava not boan authorlzad bf tha 
Fadaral Kasarva to act as pass-throufh corrospondants. 

6. Rasarva balancas actually passad through to the Fadaral Rasarva by the reportina bank on 
behalf of Its respondent depository instftutlons that are also reflected as depeaft 
liabHitfes of the reporting bank; 

a. Amount reflected in demand deposits (included in Schedule RC-C, Part I. RCQW 
Namorandun Item 4.a)_^ 23U. . 6.a 

b. Amomt reflected in time and savings dapoaits (1) (included in Schedule RC-E. 
Part I, Namorandui item 4. b) : 2315. . 6.b 

7. Unamortized pramiuM and discounts on time and savings dapoaits:(1) 

a. Unamortized prmaiuns 5516. . T.a 

b. Unamortized discounts 5517. . 7.b 

8. To be ca^tatod by bw*s with -Dakar dapoaits." 

Total "Adjuatad Attributable Deposits" of sll institutions acquired uider 

Section 5(d)(3) of the Federsl Deposit Insurance Act (from most recant FDIC Oafcar 

Tranaaction Worksheat(s)) 5518.. 795,313 8. 

9. Dapeafts in llfeUna accawits ^5596 9. 



(1) For FOIC insurance assessment purposes, "time and savings dapoaits" eanaists of nontrsnsactlon accowts and sll 
tranaaction accounts other than demand dapoaits. 



»tal daposiu in domestic offices of the bank 

lUR of Namorandui itama l.a.(l) and l.b.(l) must equal Schedule RC, itma 13.a): 
. Depoait accounts of S 100,000 or less: 
(1) Amouit of deposit accounts of S 100,000 or less_ 



il tar Amounts in Thausandt 



(2) Mtabar of deposit accounts of S 100,000 or less RCON >h i|ber 

(to ba caaplatad for tfM Juw report anlv> 3 779. . 627,915 

b. Deposit accowtts of more than S 100,000: 

(1) Amouit of deposit sccounts of more than S 100,000 



3,258,804 


N.lal 





N.1a2 


1,410,935 


N.lbl 




N.1b2 



(2) Nimbar of depoait accounts of more than RCON 't^ lU' P r 

t 100,000 2722. . 3,805 

2. Estlamtad Mount of wifnaurad dapoaits in domaatlc effleaa of tlM bank: 

a. An aatlmata of your bank's mlnaurad dapoaits can ba datarminad by muitlplylns tlM mater of 
depoait aceaunts of mar* than S 100,000 rapartad In Win tnAm Item 1.b.(2) abova by S 100.000 
and aiMractlng ttia raault fram tlM amaiait of depoait aceoiaits of mar* tlian S 100.000 raportmd 
In HsmnrinrtH item 1.b.(1) abewa. 

Indicate In tha appropriate box at tlM rigiit idimttMr your bank haa a mettiad 9r 

procmdura for datarmlnins • batter aatlmato of winsurad dapaalts tlian tbo RCON YES go 

aatlmata dsacribad abo v ^__^ 6 861. . T N.2.S 

b. If tbo box marked TES boo baan dtocfcad. r^art tho aatlamto of lailnaurod dapoalta 

datamlnad by uaii« your bw*'a matbod ur procaduro ^5597. . V/X N.2.b 



C477 <- 

fersan to Mhom questions ebout the Reports of Condition end Income sbautd be directed: 

(713) 250-7346 
D«nnla Ste«n, Senior Vice President 

Name and Title (TEXT 8901) Area cade and -^ 
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First Intirstatt tank of Tixm, 

P.O. Box 3326 

Houston, TX 77253-3326 

Transit Nunbtr: 11300106 



Cat I Oat*: 06/30/93 
Vendor 10: D 



ST-IK: a-3778 
CERT: 24344 



'UK 031 
Pa9« irc- 21 



31 



Schedule RC-R - Rlslc-Based Capital 

This schedule must be conpleted by all banks as follows: tanks that reported total assets of SI billion or more in Schedule 
RC, ttea 12. for June 30, 1992, gust cooplete it«M 2 through 9 and Menorandua itea 1. tanks with assets of less than 
SI billion nust conplete item 1 through 3 below or Schedule KC-R in its entirety, depending on their response to item 1 below. 



1. Test for detenaining the extent to lAidi Sdiadulo RC-I tutt b« co^lctad. To be 
co^lcted only by banks with total assat* of less than SI billion. Indicate in the 
appropriate box at the right whether the bank has total capital greater than or equal RCfO 
to eight percent of adjuated total assets 6 056 






C480 <- 



1. 



For purposes of this test, ed justed total assets equals total assets less eaali, U.S. Treasuries, V.S. ( 
obligations, and 80 percent of U.S. Governaant- sponsored agency obligations plua the allowance for loan and leaso losses and 
selected off-balance sheet items as reported on Schedule RC-L (see instructions). 

If the box Mrked TES has been checked, then the bank only has to conplete items 2 and 3 below. If the box narked NO has 
been checked, the benk aust complete the rensinder of this sehe^le. 

A NO reponse to iten 1 does not necessarily nean that the bank's actual risk-baaed capital ratio is lass than eight parcvit 
or that the bank is not in conpliance with the risk-based capital guidelines. 

Pol tar toounts in Th( 

(Colum A) (Colifln B) 

SiAerdinated Debt (1) and 
Intemadiate Tens 
Preferred Stock 



Itena 2 and 3 are to be ca^letcd by all banks. 

2. Subordinated defotd) and other linited-life capital 
instrunents (original weighted average neturity of at 
least five years) with a renaining oaturity of: 
a. One year or less 



Other Llnited-Lif* 
Caoitat Inatruaents 



b. Over one year through two years 

c. Over two years through three years 

d. Ov»r three years through four years_ 

e. Over four years through five years 

f. Over five years 



Rcro 
_37ao. 

_3781. . 

_3782. . 

_37B3. . 

_378*. . 

3785. . 






3786. . 





3787. . 





3788. . 





3789. . 





3790. . 





3T91. . 






2. a 





2.b 





2.e 





2.d 





2.e 





2.f 



3. Total qualifying capital (i.e.. Tier 1 and Tier 2 capital) alloi 
risk-based capital guidelines 



566,908 3. 



Itens 6-9 and mnwrwrtw iten 1 are to be collated fa 
benks that ansMemd NO to {tea 1 abowe and by bonk 
with total assets of SI billion or nor*. 



(Colum A) 

Assets Recorded on the 

y^t^nee S^^^ 



4. Assets and credit equivalent amounts of off-balance 
sheet itens assigned to the Zero percent riak category: 
a. Assets recorded on the balance aheet: 

(1) Securities issued by. other claina on, and 
claina unconditionally guaranteed by, the U.S. 
Govemaent and ita agencies and other OECD RCFO 
central govemaents 3 794. 

(2) All other ^3795. 



747,331 
160,827 



b. Credit equivalent i 



«t of off- 



; itai 



(Celum 1} 

Credit Equivalent Aa»u)t 

of Off-talance Sheet Itnas i 



4.a.t 
4.a.2 
«.b 



(1) Exclude nandatory convertiblo debt reported in Schedule RC-N, iten 7.e, "Total." 

(2) Do not report in eolum t the risk-weighted nnunt of assets reported in eottan A. 
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First IntertMM Bank of Tm«, NA 

P.O. Box 3326 

itauston, TX 77253-3326 

TransU Humb«r: 11300106 

Schedule RC-R - Continued 



Call Date: 06/30/93 
ID; D 



n-Ui a-377B 
CCRT: 24344 



FFIEC 031 
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Dollar Aioiwts in ThouMndi 



(Colwn A) 

Assats Raeordad on the 

mt^t ^haat 



5. Assets and eradlt tquivaltnt anm^ts of off-balanea 
shMt ftsM sssignad to the 20 peretnt risk eata9ory: 
a. Ai»Ti fmrHeti- Th* bvlvic* iJiawc^ 

(1) Clt\im e:ndfc(dnaLLy juirsnTHd by the U.S. 
amfrimf\l and Its apancfas wd other OCCO RCFD 
tan^ral BDwarr—nti JTW- 

(2) CtalH EBLLitaraliud bv S^OtIe^cs liiuad by 
fha U.S. Qowprrpw^l vi <ej agcftcfai and iHit«f 
eca tantrtl SDvarr^wiit; by securities issued 
by U,E CavarnHnt-sixrwaj'vd agencies; and t 



wit 



_Ji7W+ 



(3) AIL orhsr. 



b. CredL equEvBLant laiau^t of off-balarm* *^le«E i(BB_ 

6. Asvatt ^^ eradi equTvilent ^bmsl^u a1 off -balanc* 
shaat 1tB« i^kLsfi^ Td The 14 pertant rf«k ct(>fdrf± 

«. Uim rtcDrdtd the talaiM:> timtt .»Q2- 

b. -Credit fqufvwl»nr ihuki of D/f-bmlanee -shw^ 1'*™_ 

7. Jtwen tni -eradfr cquivaLanC amou^U Qf Dfr-baLanca 
ah**T tan ati lined tfl cha TOO percent risk «[•!«>: 

1, Ji»»ECi TMoriJad tin belarEt rtmt MO*. 

b. traflil ■qjival#nt j^wumtz «f off 'balance iheet 1i**_ 

8. On^baLw:* 4A**c values {or pwTivn thvreiif } «1 
lotarcit raic. forelri sithans* f*'*, and eoBBwdltr 
contracts **il** h*** capitsi Ivt tStI 

Qiff 'tdLanca Hvet tipc4ur> -^miwr ih* riab'baatd capital 
guTdeL^pwi wi4 thai* -tflntracti (e.f., futures fmrtr-^c^^] 
tflCLi4rt fro* the EalcUiatlvi 4f th* rlat-baiad capital 
rer^o rculude ^^in acecMits and Kcnjed recaiveblvf 
fro* tit 1* \twmy H06. 

9. TdES^ aueu ricantod rh* hal^w* sheet <mb pf 
IceH a,«, ?,», A^a, 7. a, and 1, coliaei A) (aust aquel 
Schedule 1C, Itn 12 flux lEen* (.b and 4.e, plus 

I ItC-i, iteai 6.a.(3). eelum A) ^3807. 



48«821 



126,280 
1,442,446 



277,905 



2,637,564 



(Colum B) 

Credit Equivalent Aamait 

9f Off-Ml§nce V\^x tT«f (1) 



«CPO 



. . . . 5.a.2 

. . . . S.a.3 

44,357 5.b 



787 6.b 



.... 7.a 

607,312 7.b 



5,441,174 



Xenorandua 



1. Notional principal value and replec^^E cost of 
interest rste and foreiri vchpn^ rwtm uncracu 
in cBlk#Ti tt n^tfrt only thvse fvimcti utih a 
pwExtv* f-i^lactaant cost 3^ i 

a. [M*re«c rpo cdhcracEi (e^clu^ fMEi^4 crinEracn1_ 
<1J w[ui ■ rt*e>flHu wnjrftr "* **» T***" w 1ess__J 
m tiin a r^^lfllnfl macurEtr of ""^r oil* year _ j 

b. ForvTvi uc^k^a rate contrtcts {vulula ctf^T recti 
ultn Ht or^lLnel ^t^^lry of H dam or lau and 
futures contract*] 



(Colum A) 
Notionsl frincipsl 

mm 



93,894 
294,187 



JBsiilcJ 



f1) UEt9i a p^Mi«l*w ^atjjlry'af ane h^eef ar !■*■ JBIJ, . 
(J) UEA a rHBfnl(« •eErfiTT "* ■*"" ** T*"f JBU, . 



(Celum B) 
Replaceaant Cast 
fWarfcet Valued 



80 



N.I. a 
N.l.al 
N.l.aZ 



N.1.b 
N.1.bt 
N.1.U 



(1) Do not I 



f i the risk-Mslfliited aaourt of assets repertsd in e 
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ffrst lnt«rst«t« Bank of 1 

f.O. lox 3326 

Houston, TX 77253>3326 



Call Oato: 06/30/93 
Vondor 10: D 



ST-K: 48-3778 

csiT: 24344 



rriEc 031 

^•9* RC- 23 



Optional Narrative Statement Concerning the Amounts 
Reported In tlie Reports of Condition and Income 

at elos* of bualnasa on Juna 30, 1993 



t\nt Intaratata Bank of TaxM. MA 



La«al Tltla of lank 

Tha aanaganant of tha raportfng bank aay. If (t wfabaa, subaft 
a briaf narratfv* atataaant on tiM aanunts raportad in tha 
Raports of Condition and Ineoaa. This optional atataannt Mill 
bands available to tha piAUe, along with tha publicly 
avai labia data in tha Raports of Condition and IneoM, In n- 
sponsa to any raquast for individusl bank rapert data. Now- 
wr, the infonaation raportod In eeluan A and in all of Haaa* 
randuB I tan 1 of Sehadula RC-N la rasardad as eanfidantlal and 
will net be ralaasad to the piAlie. lANKS CNOOSING TO SUBMIT 
THE NARRATIVE STAT8CNT SNOULO EitSURE THAT THE STATEMENT DOES 
NOT CONTAIN TNE NAMES OR OTHER lOENTiriCATIONS Of INDIVIWAL 
BANK CUSTOMERS, REFERENCES TO TNE AMOUNTS REPORTS) IN TNE CON- 
FIDENTIAL ITEMS IN SCNOULE RC-H, OR ANY OTNER INFORMATION 
TNAT TNEY ARE NOT UIILINC TO NAVE MADE WBLIC OR THAT UOUID 
COMPROMISE TNE PRIVACY OF TNSIR CUSTOMERS. Banks chooslnt not 
to nka a stataawnt aay check the "No coanant" bos below and 
ahould raaka no entries of any kind In the apace providad for 
tha narrative stataaMnt; i.e., DO NOT enter fn this space such 
phrases as "No statsMnt." "Not applicable," "N/A," "No 
^ and "Nona." 



»»»ton 



Tha optional stataaant aust be entered on this aheet. 
stataaant should not exceed 100 worda. Further, 
of the nuiter of worda, the stataaant aust net 
characters, Including pwwtuetion. Indentation, i 
spacing between words and sentences. If any subalssion should 
exceed 7S0 charecters, as defined, it will be truncated at 7S0 
characters with no notice to the sufaaltting bank and 



the tnncatad stataaant will i 
both on agency conputerized records 



lei 



I to t 



ilic. 



as the benk's stataaant 
md in conputar-file re- 



All inforaation furnished by the bank in the nerrstive stata- 
aant Buat be accurate and nof ais leading. Appropriate efforts 
shall be taken by tha subaitting bank to anaure tha ststaaant's 
accuracy. Tha stataaant auat be signed, in the space providad 
below, by a aanlor officer of the bank who thereby attests to 
its I 



If, aubaaquant to tha original subalssion, nterial changes are 
sufaaittad for the data reported In the Reports of Condition and 
.Ineoaa, the existing narrative atataaant will be deleted froa 
the files, and froa disclosure; the bank, at its eption, My 
replace it with a stataaant, i**' 



The optional narrative statsaent will appear In agency records 
and in release to the piAile exactly as st±alttad (or iindid 
OS described In the preceding paragraph) by the aanagaaant of 
the benk (except for the truncation of atataaants exceeding 
the TSO-charactar Halt described above). TNE STATOKNT WILL 
NOT BE EDITS OR SCREENED IN ANY (MY BY TNE SUPERVISORY 
ACENCIES FOR ACCURAa OR RELEVANCE. DISCLOSURE OF TNE STATEMENT 
SNAU NOT SI8NIFT THAT ANY FEDERAL SUPERVISORY AGENa HAS VERI- 
Fia OR CONFIRMS) TNE ACOJRAa OF TNE INFORMATION CONTAINS) 
THEREIN. A STATEMENT TO THIS EFfECT WIU APPEAR ON ANY PUBLIC 
RELEASE OF TNE OPTIONAL STATEMENT SUBMITTED BY TNE > 
OF TNE REPORTIM BANK. 



-Hm C4 7 2 <■ 



He coaMnt: X (RCOH 6979) 

BANK MANAGEMENT STATEMENT (please type or print clearly) (TEXT < 




August 2. 19 93 
of Executive Officer of Bank Date of Signature 



Digitized by VjOOQ IC 



190 



First inctrstat* lank of Texas. MA 

P.O. lox 3326 

Houston. TX 77253-3326 



Call Date: 06/30/93 
Vendor ID: D 



$T-BK: 46-3778 
(ZRT: 24344 



FMEC C31 
Pago RC- 24 



34 



THIS PAGE IS TO BE COMPLETED BY ALL BANKS 



0M8 No. For OCC: 1557-0081 

CMS Mo. For FOIC: 3064-0052 

OMi Ho. For Fodorsl Risorvo: 7100-0036 

Expiration Data: 02/28/95 

SPECIAL REPORT 
(Dollar Anoints fn Thousands) 



CLOSE OF BUSINESS DATE: 
Juna 30, 1993 



FOIC Certificate I 
243U 



LOANS TO EZECUTZVS OPPZCERS (Conplete as of each Call Report Date) 



Th* foUoMina infonaation is required by Public Laws 90-a and 102-242, but dees not constitute a part of the Report of 
Condition. With each Report of Condition, these Laws require all banks to furnish a report of all loans or other extensions 
of credit to its executive officers aade sine* the dace of tlM previous Report of Condition. Data regerding individual loans 
or other extensions of credit are not required. If no such loans or other extensions of credit Mre nade during the period, 
insert "none* against subiteai (a). (Exclude the first S 5,000 of indebtedness of each executive officer under bank credit 
card plan.) So* Section* 21S.2 and 21S.3 ef Title 12 of tto»Code of Federal Reguletions (Fsderet Reserve ioard Regulation 0) 
for Che deffnf tfons ef "aiMaftfyt off fear* and "extension of credit," r«apeet1v«ly. Exclude loans and other extonsions ef 
credit to diraetars and priiielpal sharelielders Mho are nat executive officers. ' 



RCFO 
loens nade to executive officers since the previous Call Report dete_3561. 

b. Totel dollar aiaount of above loana (in thousanda of dollars) 3562. 

c. Range of interest charged on above loena (exanple: 9-3/4X ■ 9.75) 7701/7702. 



0.00% to 



NONE 

0.00% 



SIGNATURE AND TITLE OF OFFICER AUTN0RI2a TO SIGN REPORT 

^ 



' NAME ANQ^: 



LJITLE OF PERSON TO WHOM INQUIRIES NAY IE DIRECTED (TEJU 8903) 

Dennis Ste«EX, Senior Vice President 

FOIC 8040/53 (12-92) 



DATE (Month, Day, Tear) 



August 2, 1993 

AREA COOE/PNONE NUMBER (TEXT 8904) 

(713) 250-7346 



O 



Digitized by VjOOQ IC 



Digitized by VjOOQ IC 
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First interstate Bank of Texas. NA Call Date: 06/30/93 ST-BK: 4fl-3778 FFIEC C31 

P.O. Box 3326 ^ « ^ , ^ ^ Pa«a «C- 24 

Houston. TX 77253-3326 Vendor ID: D CE«T: 24344 

Transit Muriber: 11300106 

THIS PAGE IS TO BE COMPLETED BY ALL BANKS 



CMS Ho. For OCC: 1557-0081 

0M8 Ho. For FOIC: 3064-0052 

CMS Ho. For Federal Reserve: 7100-0036 

Expiration Date: 02/28/95 

SPECIAL REPORT 
(Dollar Amounts in Thousands) 



CLOSE OF BUSIHESS DATE: FOIC Certificate « 
Juie30, 1993 243U C7 00 <- 



LOANS TO EZECUTZVS OPPZCERS (Complete as of each Call Report Date) 



\ 



The foUowin« information is required b>r Public Laws 90-a and 102-242, but does not constitute a part of the Report of 
Condition. With each Report of Condition, these Laws require all banks to furnish a report of all loans or other extensions 
of credit to its executive officers aade sinea the date of tiie previous Report of Condition. Data regarding individual loans 
or other extensions of credit are not required. If no such loans or other extensions of credit were made during the period. 
insert "none" against subitem (a). (Exclude the first S 5.000 of indebtedness of each executive officer under bank credit 
card plan.) See Soetfono 215.2 and 215.3 of Tftle 12 of tto» Code of Federal Regulations (Federal Reserve Board Regulation 0} 
for the definf tfons of "executive offfccr" and "extaralon ef credit," respectively. Exclude loans and other cxtoneiona of 
credit to directors and principal slisralielders who are not executive officers. ' 

BCFO 

a. mmter of loens made to executive officers since the previous Call Report date_3561. . NONE a. 

b. Total dollar amount of above loana (In thousands of dollars) 3562. . b. 

c. Range of interest cherged on above loans (example: 9-3/4X ■ 9.75) 7701/7702. . 0.00% to 0.00% c. 



SIGNATURE AND TITLE OF OFFICER AUTHORIZED TO SIGN REPORT DATE (Month, Day, Tear) 



I NAME AWIJITLE OF PERSON TO WHOM 



August 2, 1993 



TITLE OF PERSON TO WHOM INQUIRIES NAY BE DIRECTED (TEXT 8903) AREA COOE/PNONE NUMBER (TEXT 8904} 

(713) 250-7346 
. Dennis Steen, Senior Vice President 



FOIC 8040/53 (12-92) 



o 



Digitized by VjOOQ IC 



Digitized by VjOOQ IC 



ISBN 0-16-043354-1 



9 780160'%3354; 



9000Q 
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Digitized by VjOOQ IC 



